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INSURANCE PROTECTION FOR CATASTROPHIC 
HEALTH EXPENSES FOR INDIVIDUALS UNDER 
AGE 65 



TUESDAY, MAY 12, 1987 



House op Representatives, 

COMMITTEP ON WaYS AND MEANS, 

Subcommittee on Health, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 9:35 a.m., iu room 
1100, Longworth House Office Building, Hon. Fortney H, (Pete) 
Stark (chairman of the subcommittee) presidii^. 

[The press release announcing the hearing follows:] 

(1) 
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FOR IMMEDIATE RELEASE 
TUESDAY, MAY 5, 1987 



PRESS RELEASE *13 
SUBCOMMITTEE ON HEALTH 
COMMITTEE ON WAYS AND MEANS 
U,S, HOUSE OF REPRESENTATIVES 
110 2 LONGWORTH HOUSE OFFICE BLDG. 
WASHINGTON, D,C, 20515 
TELEPHONE: (202) 225-7785 



THE HONORABLE FORTNEY K, (PETE) STARK (D,, CALIF,), 
CHAIRMAN, SUBCOMMITTEE ON HEALTH, COMMITTEE ON WAYS AND MEANS, 
U.S, HOUSE OF REPRESENTATIVES, ANNOUNCES A HEARING ON 
INSURANCE PROTECTION FOR CATASTROPHIC HEALTH EXPENSES 
FOR INDIVIDUALS UNDER AGE 65 
TO BE HELD ON TUESDAY, MAY 12, 1987 



The Honorable Fortney H. (Pete) Stark (D. Calif,), 
Chairman, Subcoramltfe on Heali-h, Committee on Ways and Means, 
U.S. House '^f Representatives, announced today that the 
Subcommittee will conduct a hearing on Insurance protection tor 
catastrophic health expenses for those under age 65. The 
hearing will be held on Tuesday, May 12, 1987, beginning at 
10:00 a.m., in room 1100 Longworth House Office Building. 

In announcing the hearing. Chairman ''tark said, "A 
significant and growing number of America. .s do not have 
financial access to necessary health services and are at risk 
for catastrophic expenses. More than two-thirds of these 
individuals, or their dependents, are employed. It Is 
essential that we explore approaches to assuring basic health 
benefits to each of our citizens." 

The purpose of the Subcommittee hearing l^ to obtain 
Information concerning the nature and extent of this problem 
and to examine possible solutions. Representatives of labor, 
management, and the health insurance industry will have an 
opportunity to present information on alternative responses to 
the problem of lack of health Insurance coverage. 

Oral testimony will be heard from Invited wi tnesses only. 
However, any individual or organization may submit a written 
statement for consideration by the Subcommittee and for 
inclusion in the printed record of the hearing. 



BACKGROUND 

In 1985, 17.4 perc2nt of the civilian nonagricultural 
population under age 65 reported no health insurance coverage 
from any source. This group totalled more than 35 million 
persons. The proportion of the nonelderly population without 
health Insurance coverage has grown since 1982, when 15.5 per 
cent of the population were uninsured. 
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In 1985, more than half of the uninsured, or 19 million 
people, were workers. Another one-third, or 11 million people, 
were children, age 18 or under. Only 13 precent of the 
uninsured were nonworking adults. 

In addition to the uninsured, many Americans are 
under lnsur«»d. Almost 40 percent of the under age-65 population 
have no out-of-pocket limit for both hospital and medical 
expenses. Survey results Indicate that uninsured families are 
significantly less likely to receive needed medical attention 
than insured families. Uninsured persons also are twice as 
likely to be without a regular source of health care than 
insured persons. 

WRITTEN STATEMENT IN LIEU OF PERSONAL APPEARANCE 

For those who wish to file a »*ritten statement for the 
printed record of the hearing, six (6) copies are required and 
must be submitted by the close of business on Friday, 
June 5, 1987 to Robert J. Leonard, Chief Counsel, Committee on 
Ways and Means, U.S. House of Representatives, 1102 Longworth 
House Office Building, Washington, D.C., 20515. An additional 
supply of statements may be furnished for distribution to the 
press and public if supplied to the Subcommittee office, 1114 
Longworth House Office Building, before the hearing begins. 

SEC ENCLOSED FORMATTING REQUIREMENTS 



** * ** 
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Chairman Stark. The Subcommittee on Health of the Committee 
on Ways and Means will commence its hearing on catastrophic cov- 
erage for the population under age 65 who do not qualify for Medi- 
care. 

The hearing will focus on the question mandating health care 
benefits for the unmsured as well as the insured. 

In 1986, there were an estimated 37 million Americans without 
health insurance and another 7 to 10 million Americans with par- 
tial coverage for a portion of the year. 

There is no such thing as a noncatastrophic encounter with the 
health care delivery system Nhen a family is poor and has no 
health insurance. 

From all signs, the number of uninsured is growing. Almost 16 
percent of the nonfarm population were not covered in 1982, a year 
in which the economy was in recession. Almost 18 percent were not 
covered in 1985, a stronger year economically. 

What is startling is that 19 million of the uninsured, or 55 percent 
are employed, and almost 70 percent of this popidation live in 
families of full-time, full-year workers. For most of these families, 
the family heads have never experienced unemployment. 

A particular problem is lack of insurance for children. Almost 20 
percent of children under ege 16 are not covered. Clearly these 
children face a catastrophic expense every time they need basic 
health care services. 

Lack of catastrophic coverage is a problem that faces many 
Americans. This lack of coverage for a significant portion of the 
uninsured population is a serious concern and one that needs to be 
addressed. 

Mr. Gradison has proposed legislation to resolve this problem, 
and I am pleased to join with him in supporting it. 

I hope our witnesses today will help the subcommittee define the 
problem and suggest ways m which health care for the uninsured 
can be addressed. I look forward to their testimony. 

As is the custom in the subcommittee, we will ask the witnesses 
to summarize or expand on their prepared testimony, giving the 
committee some more time to enter into a dialogue as we inquire. 

I would like to recognize Mr. Gradison at this time. 

Mr. Gradison. Thank you, Mr. Chairman. 

I am delighted that this hearing could be scheduled to give the 
subcommittee the opportunity to hear testimony on this subject of 
extending the catastrophic protection which we are now working 
on for the elderly to those who are not yet eligible for Medicare. 

It seems to me, Mr. Chairman, that it would be a lost opportuni- 
ty if this year the only action which we took on the catastrophic 
issue applied to the elderly. Certainly the problems of other age 
groups are very much the same. 

I had hoped that it would be possible to have a bill ready to in- 
clude in the catastrophic measure which the full committee ap- 

Iiroved last week, that would cover those under 65 who are current- 
y covered by private health insurance plans. Unfortunately, it was 
not possible to have the bill ready at that time. But we may have 
an opportunity to develop an appropriate vehicle to cover this pop- 
ulation as part of the reconciliation language which we will be 
called upon to furnish in connection ^th tne budget. 
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I particularly want to thank you, Mr. Chairman, for joining with 
me in the introduction of H.R. 2300, and I look forward to gaining 
the insights of the witnesses who will appear before us this morn- 
ing. 

Chairman Stark. Our first witness this morning is Mr. Robert L. 
Crandall, chairman and President of American Airlines. 

Mr. Crandall, it is a pleasure to have you appear before us this 
morning, and I hope that you will proceed to enlighten us in any 
manner you arc comfortable. 

STATEMENT OF ROBERT L. CRANDALL, CHAIRMAN OF THE 
BOARD AND PRESIDENT, AMERICAN AIRLINES, INC., ACCOMPA- 
NIED BY DELORES WALLACE, VICE PRESIDENT OF PERSON- 
NEL 

Mr. Crandall. Thank you, Mr. Chairman. 

I appreciate the invitation to testify. I have with me Delores 
Wallace, our vice president of personnel, who will join me in re- 
sponding to any questions that you and the other members of the 
subconAmittee may have. 

We a^e glad to be here this morning because we believe it's time 
for American business to take a fresh look at the costs and the eq- 
uities of health care for employees. And my purpose in being here 
is to encourage the committee to enact legislation that will require 
employers to provide health benefits for all employees and for re- 
tirees. 

I am convinced, considering the alternatives, that other business- 
es will soon join us in supporting such legislation, and I would like 
to tell you why. 

As you pointed out, our current system has left millions of Amer- 
icans without any health care coverage whatsoever, and many mil- 
lions more inadequately covered. And as you have also pointed out, 
that can be a very real tragedy for any family. 

If for no other reason, I think we ought to have a goal of univer- 
sal health care coverage because it s the right thing to do. There 
is, in addition, a more pragmatic side of that issue. I would argue 
that for most U.S. firms, a policy of mandatory health benefits 
would be simply good business. Let me say why. 

Everyone, I think, knows there is no such thing as a free lunch. 
In fact, being in the airline business, I can assure you there is no 
such thing as even a free bag of peanuts. Companies that believe 
they are avoiding health care costs by not offering employee retire- 
ment benefits are simply wrong. They, like the rest of us, are 
paying in one way or another for the health care costs of the 
roughly 37 million Americans who do not have insurance. Unfortu- 
nately, those employers that do not provide coverage for their em- 
ployees probably are managing to avoid paying their fair share. 

And that leads us to the problem, which is that companies like 
our own pay twice, once for their own employees, and then again, 
by means of taxes and inflated health insurance premiums for the 
employees of those businesses who do not provide benefits. 

While many millions of Americans don^ have health care insur- 
ance, only a very few actually go without health care. Some of the 



ERLC 



9 



6 



uninsured pay their own way, but the maiority, on the other hand, 
rely either on public health programs or charitable services. 

Now, I want to be very clear about the fact that America has no 
objection to paying its fair share of the health care costs of low 
income individuals and senior citizens. We do, on the other hand, 
object to paying for the health care costs of individuals who are 
employed by or retired from other businesses, some of whom may 
even be our competitors. And that is what's happening today and, 
in my view, it is inequitable to allow some businesses to shift those • 
costs to others. Indeed, I think there is some possibility that we 
may be seeing the start of a very unhappy trend by which employ- 
ers will avoid providing health care benefits as a means of gaining 
competitive advantage, and that has already happened in the air* ^ 
line business. In fact, I think that is ona of the factors accounting 
for the much discussed decline in the airline service standards. 

Let me offer, if I can, one concrete example of how this probljm 
is going to get worse if we don't take appropriate action. 

Some years ago. Continental Airlines declared bankruptcy. As a 
byproduct of that, it abrogated its labor contracts and it eliminat- 
ed, among many other benefits, medical benefits for its retirees. 
From a business perspective, that bankruptcy was an extraordi- 
n ry success. Contuiental has since emerged from bankruptcy, and 
its parent company, Texas Air, is now the Nation's largest airline 
company. 

From a public perspective, however, it is a different question. As 
a result of that bankruptcy. Continental's labor costs, which en- 
compass both their wage and benefit costs, are now about one-half 
those of other airlines. 

Now, you do not have to be a business genius to figure out that 
when a company has labor costs which are twice those of a larger 
competitor, something somewhere along the way is going to give. 

Consider the question of medical coverage for retirees as a single 
example. I have included in my written testimony a chart that 
shows that in less than 10 years time, American Airlines' costs for 
retiree health insurance is going to be more than $120 million an- 
nually. Continental doesn't provide medical benefits for retirees. 
Thus, unless something changes, we will have to collect about $10 
million a month more from our passengers than they will from 
their, and that is only about 20 percent of the problem. 

On cn overall bapis, their labor cost advantage amounts to some- 
thing like $600 million a year, or about $50 million a month. 

Now, in the airline business, costs really don't vary much from 
one company to another. There isn't much to this whole notion of 
no frills. We all pay about the same thing for fuel and equipment 
and food and interest rates and so on. There is one significant dif- 
ference between carriers, and that is their labor costs. And if we 
have to turn around and cut our labor cost and benefits costs to 
match those of Continental, we and owr employees have got some 
very painful times ahead. 

In my own sdew, permitting companies to skimp on employee 
and retiree benefits, things like pensions and adequate medical in- 
surance is simply not sound public policy. And if that should repre- 
sent the beginning of a crend, our Nation is in very deep trouole. 
And it is my view that now is the time to put a stop to it. 
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I think we also need to recognize that when an emplcver has a 
stake in the health of its employees, it is much more inclined to 
provide a working atmosphere that encourages fitness and good 
wealth If every company pays its fair share of health costs, I am 
mcimed to think that workplace health programs will expand and 
that the Nation's total health cere costs will decline. 

In the course of these remarks, I have referred to both employee 
and retiree benefits. I should like to make a p^acial appeal, that 
you include retJree health care benefits explicitly in whatever 
package you put together. In my opinion, every company ought to 
provide a full range of retiree benefits and no company ought to be 
allowed to withdraw benefits already promised to retirees. Retire- 
ment ought to be a time of reduced anxiety and uncertainty, and it 
seems to me nothing short of outrageous that companies might 
withhold or withdraw benefits frora these most in need. 

To summarize, legislation prescribing mandatory employer paid 
health benefits for employees and retirees will accomplish what I 
think are four important objectives. First, it will serve to keep re- 
sponsibility to health care in the private sector where it can be ad- 
ministered on the most cost effective basis. 

Second, it will provide a more equitable distribution of health 
care costs. 

Third, it will eliminate the practice of reducing benefits for com- 
petitive reasons. 

And, finally, in my opinion, it will ultimately lower total health 
care costs as more employers attach importance to maintaining the 
good health of their employees. 

Mr. Chairman, Ms. Wallace and I will be happy to respond to 
any questions you may have. 

[The prepared statement follows:] 
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Statement of Robert L, Crandall 
Chairman and President 
American Airlines, inc. 

Before the 
Health Subcommittee of the 
Committee on Ways and Means 

May 12, 1987 



My neune is Robert L. Crandall. I em Chairman and 
President of American Airlines. I welcome this opportunity 
to testify because I t-lieve it is time for American 
business to take a fresh look at the costs and equities of 

health care for employees. ^ 

1 «un here to encourage the Committee to enact 
legislation that will require employers to provide basic 
health benefits for all employees and retirees. I am 
convinced — considering the alternatives — that other 
businesses will soon join us in supporting such legislation. 
Let me tell you why. 

Our current voluntary system has left millions of 
Americans without any health coverage whatsoever, and 
millions more inadequately covered. Unforeseen health care 
expenditures — even ones that normally aren't classified as 
catastrophic — can have a devastating impact on the 
economic well-being of families. Health care insurance can 
prevent f2unilies from having a health tragedy compounded by 
economic ruin — and everyone needs that protection. 

If for no other reason, we should have a goal of 
universal health care coverage because it is the right thing 
to do. There is, of course, a more pragmatic side of the 
issue. I would argup that for most U.S. firms, a policy of 
mandatory health I«**"'lits would be good business. Let me 
explain why. 

Everyone knows that there is no such thing as a 
free lunch. In i.ict, being in the airline business, I can 
assure you that there is not even such a thing as a free bag 
of peanuts. Companies that believe they are avoiding health 
care costs hy not offering employee or retiree benefits are 
simply wrong. They, like the rest of us, are in fact paying 
— in one way or another — for the health care costs of the 
roughly 37 million Americans who are without insurance. 
Unfortunately, those employers that do not offer their 
employees coverage probably are avoiding paying their fair 
share. 

That leads us to the problem, which is that ^ 
companies like ours pay twice — once for our own employees 
and then again, via taxes and inflated health insurance 
premiums — for the employees of those businesses who don't 
provide benefits for their own people. 

While tens of millions of Americans do not lave * 
health care insurance, only a very few actually go without 
health care. Some of the uninsured pay their own way, but 
the majority rely either on public health programs or 
charitable services. 

Let me make it clear that American Airlines does 
not object to paying its fair share of the health care costs 
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of low income individuAls and senior citizens. But we do 
cb^ect to paying for the health care costs of inaividuals 
.mployed by or retired from other businesses, some of whom 
may even be our competitors. Ano that is precisely what is 
happening today, it is absolutely inequitable to allow some 
businesses to shi^'t these costs to others. 

Indeed, i fear that we may be seeing the start of 
an unhappy trend by which employers* will avoid providing 
health care benefits , s a mean? of obtaining advantages over 
the- competitors. It has already happened in the airline 
industry. In fact, I think this is one of many factors 
accounting for the much discussed decline in the service 
standards of ou. industry. 

Let me give you one concrete example of how this 
problem will get worse if we don't take appropriate action. 
When Continental Airlines declared bankruptcy a few years 
ago, it abrogated its labor contracts and eliminated, among 
other benefits, medical benefitj for many of its retirees. 
From a business perspective, tt*e bankruptcy was an 
extraordinary success. Continental has since emerged from 
bankruptcy and its parent — Texas Air — is now the 
nation's largest airline company. But from a public point 
of view. It is a different question. As a result of the 
bankruptcy. Continental's labor costs are now about half 
those of many other airlines. 

*/ou don't have to be a business genius to figure 
out that when a company has labor costs twi'e that of a 
larger competitor, something has to give. Consider the 
question of medical coverage for retirees as a single 
example, i have included a chart in my ttstimony tha . shows 
that in less than 10 years American's costs for retiree 
inedical coverage will be over $120 million ann^al^v 
Contintmtal does not provide medical benefits for retirees. 
Thus, unless something changes, we'll have to collect $10 
million a month more from our passengers than Continental 
Airliner does — and that's only about 20% of the problem. 
Overall, Continental's wage and benefit costs give it an 
annual advantage of more than $600 million a year — or 
about $50 million a .jonth. 

In the airline business most costs do not varv 
much from one company to another. There really isn't much 
to the no frills" idea; we all pay about the same for fuel, 
equipmenr, food, interest rates, and so on. The only 
significant difference between carriers is their respective 
labor costs and if we must cut our labor costs to match 
Continental, we and our employees have some painful times 
ahead • 

In my view, permitting companies to scrimp on 
employee and retiree b nefits like fair pensions and 
adequate medical insurance is simply not sound p' ^lic 
policy. If this is the beginning of a trend, our nation is 
in deep trouble — and now is the time to put a stop to it. 

Our current international trade problems have made 
us all particularly sensitive to competition from Japan; 
among other characteristics of Japan's industrial strength 
is the commitment of its businesses to the basic needs of 
workers. There is something here we can learn from the 
Japanese — a decent regard for the health of our nation's 
workers is both good business sense and good public policy. 
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We should also recognize that when an employer has 
a stake in the health of its employees, it is iRich more 

inclined to provide a working atmosphere that encourages • 
fitness and good health. Progressive companies in America 
work with their employees to reduce illness and accidents — 
not only because it is the right thing to do, but also 
because it is cost-effective. That incentive is 

substantially less if employers have no direct financial ^ 
stake in the cost of health care. If every company pays its 
fair share of health costs, I believe that workplace health 
programs will expand and that the nation's total health care 
costs will fall. 

Throughout these remarks, I have referred to both 
employee and retiree benefits. I want to make a special 
appeal that you include retiree health care benefits in 
whatever package you put together. In my view, every 
company ought to provide a full range of retiree benefits 
and no company should be allowed to withdraw benefits 
already promised to retirees. Retironent should be a time 
of reduced anxiety and uncertainty. It is nothing less than 
outrageous to withhold or withdraw benefits from those most 
in need of them. 

In nummary, legislation prescribing mandatory 
employer-paid health benefits for employees and retirees 
wjll accomplish four important objectives: First, it will 
serve to keep responsibility for health care in tho private 
sector, where it can be administered on the most cost 
effective basis. Second, it will provide a more equitable 
distribution of health care costs. Third, it will eliminate 
the practice of reducing ben<2fit8 for competitive reasons. 
Fourth, it will ultimately lower total health care costs as 
more employers attach importance to maintaining the good 
health of their employees. 
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Chairman Stark. Mr. Crandall, thank you. It is always reassur- 
ing to find that great minds go in the same direction. 

And if I have said once since becoming Chair of this subcommit- 
tee, I guess I have said a dozen times, and paraphrased your open- 
ing statement, that we are providing medical care for better or for 
worse for all but probably 5 or 6 million Americans, and you are 
picking up the extra costs for the uninsured or indigent in real 
estate taxes, higher hospital bills and higher medical insurance 
bills. If it is postponed medical care, you are paying for it in the 
outyears where we do not get budget scoring; if it is lack of prena- 
tal care and gjmecological and pediatric care, we pay for it in more 
severe illnesses in later years. 

We are not a country that rations medical services, so somehow 
it gets paid for. I suspect that your concern is to do two things. Dis- 
tribute the service a little more efHciently, if everybody can pay 
and determine how to fadrly distribute the costs. 

Is that a fair statement? 

Mr. Crandall. I think that's a very fair summation, Mr. Chair- 
man. 

As I sav, in my own summary of the benefits of such legislation, 
I do think that from our own experience that two things happen 
when an emplover provides a comprehensive package of benerts. 
One is that we become very concerned about the emcient delivery 
of those benefits. And I believe that the work we have done and 
that many other employers have done in trying to find more effi- 
cient delivery methods, preferred providers and HMOs and so 
forth, steins from the fact that we have a very real financial inter- 
est in being certain that the coverage we are paying for is deliv- 
ered efficiently. 

And, second, I think it is not appropriate to distribute the bur- 
dens unfairly. I think we are not going to allow people to go with- 
out medical care in this country, nor do I think we should. On the 
other hand, I think that is not an appropriate way to try and estab- 
lish competitive advantage as between companies seeking a posi- 
tion in the marketplace. 

Chairman Stark. Let me just summarize with you a little bit, 
the kind of procedural dilemma we £tre in. 

As you know, the Federal Government virtually no regula- 
tory authority over any insurance compap t this point. Our reg- 
ulatory approach examines benefits, and euiployee benefits are di- 
vided among labor committees and tax committees, so we are kind 
of spread about. 

We found, through our experience last year, that we can encour- 
age businesses to do what we think is the right thing by talking to 
them through the Tax Code. That tends to get their attention, and 
we can, by mdirection and through the code, require certain mini- 
mum benefits for those people who provide health insurance at all. 
If they don't provide any health or medical insurance , we can't 
deny the deductibility of something they don't care about. 

So I would like to set aside for a moment the easy part of the job, 
the companies, such as yours, who do the right thing, provide a 
decent selection of benefits for their employees or negotiate in good 
faith, if they are with bargaining units, to provide them. That's the 
easy job. 
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The tough part is to keap your costs competitive. What do we do 
with those small businesses who are too small to be economic? 
There we have got a little bit bigger problem because, looking at 
the fintincing, if we do a head tax in effect or a premium tax, then 
we are only coming after the people with insured or self-iasured 
plans, and the 30-year 20 million with no insurance get out of the 
box. 

If wc go 0.3 the pajrroU tax and make the Government the insur- 
er of last resiTirt, you may pay an unfair amount. 

We have started to encourage the States to do risk pools, first of 
all, on those uninsurable— the diabetic, the epileptic— the person 
who is just absolutely uninsurable. A very small number of people, 
about 11 States, do that snccessfully and with a minimum amount 
of complaint. Taking the next step, the people who can't get it effi- 
ciently, is going to be tough, but I think we can do that. 

The real question is hov do we pay for it? We can go to, as I say, 
the premium or head tax or so much a month from those who have 
a program. We could go to a payroll tax. We could go to increasing 
the minimum wage by virtue of not raising the wage by a dollar, 
but say we put in a minimum benefit standard which would have 
the effect of raising the minimum wage. But for you there wouldn't 
be one because presumably your plan would meet the minimum 
stcmdard. 

What is the most attractive way for you to spread that? 

Mr. Crandall. Of those approaches, Mr. Chairman, I would- 
and let me hasten to say that you are a far better judge of method 
than I— but in a conceptual sense, I would personally mvor a statu- 
tory minimum benefit package. 

It seems to me that the very direct method, rather than the use 
of the Tax Code, woald be to simply establish a minimum benefit 
package very much 4ke the minimum wage, which says that one of 
the prices of being in business in this country is that you must pro- 
vide this. 

Moreover, I believe that the private markets, that the mecha- 
nisms would deal very nicely with that. In our own case, for exam- 
ple, and in the case of other mrjor companies, there isn't any in- 
surance element to our program. We are self-insured. In effect, we 
hire insurance companies to administer the plan for us. 

In an environment characterized by a minimum benefit package, 
I think the insurance industry would quickly come forward with 
mechanisms which wouM create pools from which would essential- 
ly represent for many small busmesses the equivalent of the self- 
insurance pool that our own employees constitute for us. 

It seems to me that that is the most direct way and, in addition, 
the way which doea the most to keep the program firmly in the pri- 
vate sector. And that is an objective that I think is very important 
because now you have got all of the competitive mechanisms that 
are out there today which we are working hard to harness, and I 
think as more and more private plans and private providers come 
into this business, you will find a lot more pressure to find more 
and more effective delivery systems. 

Chairman Stark. Well, I think you are right. We have to con- 
vince the business community that this would be effective and eco- 
nomic. 
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I think we have a precedent in the workmen's compensation, and 
that is the one problem we still have to address. We can mandate a 
minimum benefit, but what do we do then to the small employer 
who can't buy it, for whatever reason? He may have an elderly 
work force. He may have a work force with some preexisting condi- 
tions that are uninsurable. 

Don't we then have to either mandate the States to have a pool 
as we do in workmen's compensation or have some other form to 
allow that relief valve and find a way to pay for that? That is the 
only problem that I see. And if we followed the pattern of work- 
men's compensation, would you have any objection to that as an 
alternative? 

M r. Crandaix. I would have no objection to that with the proviso 
that, in our own cast for example, as the workmen's compensation 
mechanism has emerged over the years, once again we find our- 
selves paying premiums for coverage that we could provide mqre 
effectively ourselves. And I would nope that the various commit- 
tees and people who work on this would try to avoid that dilemma, 
that we wouldn't end up paying twice. 

Chairman Stark. If you could provide the benefits, you would 
stay out of the pools? 

Mr. Ckandaix. Yes. 

Chairman Stark. I see the pool only as the relief valve for those 
who would be put out of business because they can't provide a 
mandated minimum benefit. 

Mr. Crandaix. Mr. Chairman, I think that is something you cer- 
tainly have got to worry about, think about. And my own belief is 
that the market is very flexible and will provide those tools. You 
no doubt need to proviae for them in a legislation. My own guess is 
that they wouldn t be very widely used. 

Chairman Stark. Mr. Gradison. 

Mr. Gradison. Thank you, Mr. Chairman. 

I want to thank you very much simply for being here. I have 
been hearing in more private settings from representatives of 
mtgor American corporations the point of view which you have ex- 
pressed this morning, but this is the first time that I have been 
present in a public s3Ssion where this point of view has been taken. 

I happen to agree with you. I think it is a courageous thing, and 
I mean that sincerely, for you to step forward and indicate that 
this is becoming a competitive factor. And while I don't think you 
totally dwelled upon tns failure to have broader coverage as a 
result of cost shifting and the rest does saddle you not only with 
the costs of caring for your own employees and retirees, but other 
folks as well. And there's a question of fairness about all that. 

I think the principal question that we have had raised about this 
whole matter has been the concern that while there may be an 
analogy with workers' compensation, that health care, even a mini- 
muni package, is a lot more expensive. And the concept is similar, 
but in terms of price this comparison may be apples and oranges. 
The question therefore, is are we simply going to price out of busi- 
ness many small ventures which in recent years have been the key 
to production of new jobs in our economy? 

And I don't know how to balance that. I would welcome your 
thoughts on it. 
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Mr. Crakdall. Mr. Gradison, I obviously don't know the answer 
to that any more than I suppose anyone does. 

I would respond to it in this way. In a macro sense, in the broad- 
est sense, we are paying for health care today. We are paving for it 
through various mechanisms in various States, but the dollars are 
being spent. So we are not talking about incremental expenditures 
for society as a whole, or for individual States, or for the Federal 
Government. We are talking about simply spreading that burden 
in a different way. And in my view, as I said in my testimony, I 
believe that the total burden will decline. 

I think, therefore, that the argument which says that a particu- 
lar small business enterprise cannot bear the costs, obviously it is 
going to have to b3 passed through and priced, and obviously socie- 
ty as a whole is going to pay the bill. 

On the other hand, if all small enterprises have the same cost 
burden, it is very hard for me to see how that macro result is going 
to produce micro inequities. 

On the other hand, it is very easy to see how today's situation 
can produce those micro inequities. 

If I may take your time for just a moment to give you an exam- 
ple of the kind of unanticipated problems that less than explicit 
thinking can produce. We are talking about the Pension Guarantee 
Corporation, a problem with which I am sure you are all familiar. 
They are now talking about increasing the jn^miums for compa- 
nies like my own, wluch provide benefit pension programs for all 
our employees. 

Those of our competitors who do not provide pension plans at all 
will not participate in that increased cost. 

So what we are talking about here is, first, the cost of providing 
the pension; then the cost of providing insurance for those compa- 
nies that say they provide pensions but don't fund them. And both 
of those costs are being avoided by the irresponsible employer that 
sinmly does not provide for his employees in the first place. 

That, in my opinion, is a far greater risk. I think there is a mini- 
mum price of poker, a minimum price of being in business in this 
country, and it is you've got to pay the minimum wage and, in my 
opinion, you ought to have to provide a minimum benefit package 
as well. 

Chairman Stark. Mr. Coyne. 

Mr. Coyne. Nothing. 

Chairman Stark. Mr. Moody. 

Mr. Moody. No questions. 

Chairman Stark. Mr. Levin. 

Mr. Levin. No questions. 

Chairman Stark. Well, again, as a person who a long time ago in 
the private sector used to enjoy making speeches about corporate 
responsibility to smaller audiences, I think it is refreshing to hear 
from a leader of a mcgor American industry who is taking extra 
time to do what is right. 

The other thing that American Airlines does so well is it has this 
marvelous wine consultant in Texas who tests our California wines 
before he purchases them, and then sometimes he even purchases 
them on a basis other than price which we in California want to 
thank American Airlines for doing. We would like to be your part- 
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ners in that kind of venture any time we can. And I would be 
remiss without saying that your approach, just from this membei's 
district, is deeply appreciated, I hope we can work together. I 
would like to try more ideas on you as we attempt to expand cover- 
age, both in this committee and other committees of the House, to 
resolve the problem and get exactly to whore I think you want us 
all to be, and that is some form of coverage that is financed on an 
equitable basis. 

Mr. Crandall. Mr. Chairman, we appreciate the opportunity to 
be here, and we look forward to working with you, and we appreci- 
ate your excellent wines as well. 

Thank you very much. 

Chairman Stark. Thank you. 

Our next witnesses will comprise a panel, Ms. Rosenbaum, the 
director of the health division of the Children's Defense Fund, and 
Mr. Robert Sweeney, the president of the National Association of 
Children's Qospitals. 

My colleague and neighbor. Congressman George Miller, had 
wanted to be here. He chairs the Select Committee on Children 
and the Family, and has a strong interest in this topic but, unfortu- 
nately, he had a scheduling conflict and wasn't able to be here at 
this time. He i^iay show up and will recognize you at that time. 

If you would like to proceed, Ms. Rosenbaum, in any manner you 
are comfortable. 

STATEMENT OF SARA ROSENBAUM, DIRECTOR, HEALTH 
DIVISION, CHILDREN'S DEFENSE FUND 
Ms. Rosenbaum. Yes. Thank you. 
Chairman Stark. Welcome to the committee. 
Ms. Rosenbaum. Thank you very much for extending us an invi- 
tation to testify. 

The lack of catastrophic health care cost is no longer a small 
problem for children, but a very mcyor one, as you mentioned in 
your opening statement. Any child who is low income and unin- 
sured faces a health care catastrophe among almost a daily basis. 

If we are going to remedy the catastrophic health problem on 
children, we must address the needs of America's 8 million poor 
and near-poor uninsured children, as well as the needs of about 
300,000 children who annuallv incur medical costs that exceed 
$5,000, and another 19,000 who exceed incurred cost exceeding 
about $50,000 a year. 

In 1985, nearly one in five children and one in three poor chil- 
dren was completely uninsured. For low income uninsured chil- 
dren, even routine health care can be a catastrophic event. Unfor- 
tunately, the forces that are making children the most disinsured 
segment of American society are long term, and they are intensify- 
ing. They include the growth of single parent headed households in 
which children are three times more likely to be uninsured, the 
loss of high paying jobs with good fringe benefits, and a decrease in 
employer contributions to employee and dependent health insur- 
ance coverage costs. Thus, living in a working family means less 
and less for a poor child insofai* as insurance coverage is concerned. 
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By 1985, two-thirds of all uninsured children lived in a home in 
which a parent worked fiill time and full year, and 20 percent lived 
with a working parent who himself or herself was insured. 

Over the past several years, one-third of employers have reduced 
their contributions to their employees' group health insurance pre- 
miums most frequently in the case of dependent coverage. This 
means that poorer families can no longer afford to buy dependent 
coverage for their children. 

Finally, migor erosions in Medicaid, the public health Insurance 
program for children meant that by 1985, even after some Federal 
and State improvements, the program served some 400,000 fewer 
children than it had reached in 1978. 

Even children who are insured face major hardships when they 
are severely ill. Each year, 9,600 infants will require more than 
$50,000 worth of care in the first year of life alone. Several thou- 
sand children will need a lifetime of care that can easily amounc to 
a million dollars or more. Even privately insured fandlies can be 
destroyed by these events. Only 75 percent of all employer insur- 
ance plans include a significant stop-loss against out-of-pocket ex- 
penditures in the event of a catastropliic Ulness. One-third of all 
children have private insurance coverage that covers less than a 
quarter of a million dollars worth of care. 

To remedy these problems, we recommend several steps. First we 
need to do something to assist lower income families who cannot 
pay the premium cost in their employer plans. This could be ac- 
complished through a tax credit to help families meet the cost of 
their employer-provided insurance. It also could be provided iri the 
form of a Medicaid subsidy to lower income working families to 
buy them into their employer packages. 

Second, as H.R. 2300 would do, we must improve the content and 
depth of private insurance, in combination with a premium subsi- 
dy, in order to avoid further erosion of employer contributions. 

Our fear with a bill such as H.R. 2300, which increases the con- 
tent of insurance without also addressing the px'emium problem is 
that employers will divert funds now going into premium costs in 
order to cover the cost of a deeper coverage. An employer may 
decide that he is going to spend x number of dollars on employee 
provided benefits, and if he has to provide more depth, he will 
divert some of those dollars into meeting the depth requirements 
and away from the premium contribution requirements. 

Fincdly we would likr to see creation of a special supplemental 
care coordination and financial assistance program for families, in- 
sured or otherwise, whose children have health costs exceeding 
even those levels that are provided under a catastrophic mediccd 
wrap around program. 

Thank you. 

(The prepared statement follows:] 
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Statement of the Children's Defense Fund, Presented by 
Sara Rosenbaum, Director, Health Division 

Mr. ChairMH and Distinguished Heabers of your Subcouittee: 

The Children's Defense Fund (CDP) is pleased to have this 
opportunity to testify today regarding children's catastrophic 
health costs. CDF is a national public charity which engages in 
research and advocacy on behalf of the nation's low income and 
minority children. For fifteen years, CDF's health division has 
jeen involved in extensive efforts to improve poor children's 
access to medically necessary care, including both primary and 
preventive services, and medical care requiring the most 
sophisticated and costly interventions currently available, i 
have submitted a longer statement for the record and will present 
a summary of my testimony at this time. 

I. The Health Status of Children 

Both ends of the medical care spectrun; — preventive and 
intensive are vital to the health and well-being of children. 
All childr*fn need primary care, including comprehensive maternity 
care prior to birth, ongoing health exams and followup treatment, 
care for self - limi ting illnesses and impairments (such as 
xnfluenza or strep), and vision, hearing and dental care. 
Additionally about one in five children will be affected by at 
least one mild chronic impairment, such as asthma, a correctable 
vision or hearing problem, or a moderate emotional disturbance, 
which will require ongoing basic medical attention. 

Beyond these basic health needs, a small percentage of 
children require more extensive and expensive medical care; a 
modest proportion of this latter group will face truly extra- 
ordinary health care costs over their lifetimes. About four 
percent of all children (a figure which by 1979 was more than 
double the percenta9e reported in 1967)^ suffer from one or m'^re 
chronic impairments that result in a significant loss of 
functioning. Included in this group are children suffering from 
degenerative illnesses, multiple handicaps, and major orthopedic 
impairments. About two percent of all children suffer from one 
of eleven major childhood diseases including cystic fibrosis, 
spina bifida, leukemia, juvenile diabetes, chronic kidney 
disease, muscular dystrophy, hemophilia, cleft palate, sickle 
cell anemia, asthma, and cancer.^ Also included in this group 
are the several thousand children who are dependent on some form 
of life support system. 

Finally, nearly 7 percent of all infants are born at low 
birthweight (weighing less than 5.5 pounds) each year.^ 
Virtually all will require some additional medical services. 
Moreover, about eighteen percent of all low birthweight infants 
(approximately 43,000 infants) weigh less than 3.3 pounds at 
birth and will require major medical care during the first year 
of life. Abort 9600 infants will incur first yea medical costs 
alone that exceed $50,000, and a portion will require ongoing 
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care throughout their lives.^ Low birthweight infants are at 
three times the risk of developing suctL permanent impairments as 
autism, cerebral palsy and retardation.^ 

II. The Health Needs o£ Children 

Most children, even children with inipairments, require 
relatively modest levels of health care. Only about five percent 
of all children incur annual medical costs in excess of $5,000,'* 
However, both groups of children -- those with relatively low- 
cost medical care needs and those with high cost problem? — can 
be considered catastrophic cases, in either relative or absolute 
terms. 

A. "Relative" Catastrophic Health Needs AsK>n9 Children 

for low income uninsured families, even routine child 
health needs can result in catastrophic expenditures if the term 
"catastrophic" is measured in relation to a family's overall 
income. Ir. ^9B5, nearly one in every five children, and one in 
every three poor children, was uninsured.' (Table I) 
Additionally, one in six women, and one in three poor women, of 
childbearing age, was completely uninsured.** 

Poor and near-poor uninsured families, when confronted with 
even normal child health expenditures of several hundred dollars 
per year, face insurmountable health care barriers. As a result, 
uninsured low income children receive 40 percent less physician 
care and half as much hospital care -S their insured 
counterparts.^* 

The uninsured are disproportionately likely to be children, 
in 1985, Children under 18 comprise 25 percent of the under-65 
population, bJt one-third of the uninsured under -65 population.* 
Moreover, they are disproportionately likely to be pooi*. Over 60 
percent of all the uninsured had family incomes below 200 percent 
of the federal poverty level, and one-third had fauily incomes 
below the federal poverty level. ^" Finally, a parent's access to 
employer insurance by no means assures relief for a child. in 
1985 the majority of uninsured children in 1985 (65 percent) 
lived in families where the head was a full-time worker^^. Yet 
20 percent of all uninsured children that year lived with a 
parent who had private coverage under an employer plan*^^ (Table 



The two main causes of children's lack of health insurance 
are the major gaps in the employer-based health insurance system 
and the failure of Medicaid, the nation's major residual public 
health insurance program for children, to compensate for the 
failings of the private insurance system. 
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1. The Private Health insurance Sytem Is Leaving Hore Aaerican 
Children Oninsured 

Our nation relies primarily on private health insurance to 
meet much of the health care costs of the working-age population 
and its dependents. Most of this private insurance is provided 
as an employment-related benefit. Employer-sponsored health care 
plans are the single most important source of private nealth care 
coverage for Americans younger than sixty-five, in 1984, over 80 
4 percent of all privately insured American children were covered 

by employer plans. ^-^ 

Yet between 1982 and 1985 the dependent coverage aspect of 
the employer -provided health insurance system underwent serious 
M erosion, in 1982, employer plans covered over 47 million non- 

workers, including 36 million children. By 1985, even though 
there were actually more workers covered by employer plans than 
in 1982 (88 million versus 84 million), the number of covered 
children dropped to less than 35 million^^* (Table iii). 
indeed, the recent decline in employer-provided coverage has been 
most apparent among children. 

As a result, the number of children without any health coverage 
grew by nearly 16 percent between 1982 and 1985.^^^ (Tables iii 
and IV.) 

The growing number of uninsured children in working families 
results from two factors. First, employers have increasingly 
reduced or eliminat<w3 their contributions to dependent coverage 
under their plans. For the two-thirds of uninsured children 
living in poor or near-poor working families, the financial 
burden of a dependent premium is impossible. 

Second, the employer insurance system also completely 
excludes millions families of the lower end of the wage of scale 
— the fastest growing part of the job sector. Thirty percent of 
all employers who pay the minimum wage to more than half their 
work force offer no health insurance.^* As these young adult 
workers have families, their children are affected by their 
parents' lack of coverage. 

Thus, the employer-sponsored health insurance system 
excludes those children whose parents' employers either do not 
offer any coverage to either workers and/or workers* dependents 
or else offer it only at an unaffordable cost. As a result of 
these two trends, a child living in a poor working family is only 
about half as likely to have private insurance as a similarly 
situated, non-poor child. (Table i.) 

There is every indication that the deficiencies in the 
private insurance svstem are growing, not shrinking. First, as 
children increasingly live in single-parent headed families. 
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there is a greater likelihood that they will be left without 
private insurance coverage. Children living in single-parent 
households are three ti'^^'-'S more likely to be uninsured than 
children living in two-parent households. 

Moreover, the United States is witnessing a major shift in 
the type of jobs the economy provides, away from 30b growth in 
the manufacturing industries and toward growth in the service 
sector. Manufacturing ^obs generally have greater levels of 
employer-paid fringe benefits, particularly health insurance. 
Service jobs, by contrast, are generally lower-paying and often 
part-time. These jobs, even if full-t^me» significantly less 
likely to provide health insurance.^' To the extent that the 
American economy continues this shift, we may be witnessing the 
inexorable erosion of the employer-based insurance system and the 
resulting disinsurance of the middle class and their families 
over the lont^ term. 

2. Medicaid, the Major Public Insurance Prograa for Faailies 
with Children, Is Covering Fewer Children 

Medicaid, enacted in 1965, is the nation's largest public 
health financing program for families with cnildren. Unlike 
Medicare, which provides almost universal coverage of the elderly 
without regard to income. Medicaid is not a program of universal 
Dr broad coverage. Rather, it is based on need. Eligibility 
Jepends on having extremely low income. 

Because Medicaid is fundamentally an extension of America's 
patchwork of welfare programs, it makes coverage available 
primarily to families that receive welfare. With a few 
exceptions (including pregnant women and children younger than 
five with family incomes and resources below state-set Aid to 
Families with Dependent Children levels), individuals and 
families tha«- do not receive either AFDC or Supplemental Security 
Income (SSI) are categorically excluded* For example, a family 
consisting of a full-time working father, mother, and two 
children normally is excluded from Medicaid even if the father is 
working it a minimum wage job with no health insurance and the 
family'i income is well below the poverty line. Moreover, even 
though states have had the option since 1965 to cover all 
children living below state poverty levels regardless of family 
structure, as of December, 1986, 20 states still failed to do 
so.^^ 

In addition to its use of restrictive eligibility 
categories. Medicaid excludes millions of poor families because 
of its financial eligibility standards, which tor most families 
are tied to tho^e used under the AFDC program.'''' In more than 
half the states, a woman with two children, who earns the 
minimum wage (about two-thirds of the federal poverty level for a 
family of three in 1986) would find that she and her children are 
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ineligible for coverage. By 1986, the combined impact of 
Medicaid's restrictive categorical and financial eligibility 
standards had reduced the proportion of the poor and near-poor 
covered by the program to only 46 percent--down from 65 percent a 
decade earlier. ^ 

AS a result of improvements enacted by Congress in 1984 and 
1986, many previously uninsured low-income pregnant women and 
children will be aided. 

o The Deficit Reduction Act of 1984 mandated that states 
provide Medicaid coverage to all children younger than 
five with family incomes and resources below AFDC 
eligibility levels. 

o The Deficit Peduction Act of 1984 and the Consolidated 
Omnibus Budget Reconciliation Act of 1986 together 
mandate coverage of all pregnant women with income and 
resources below state AFDC eligibility levels. 

o The Sixth Omnibus Budget Reconciliation Act (SOBRA) 
passed in late 1986 permits states at their option to 
extend automatic Medicaid coverage to pregnant women 
and children under age five with incomes less than the 
federal poverty level but in excess of state AFDC 
eligibilty levels. 

If fully implemented in every state, these amendments will reduce 
by 36 to 40 percent the number of uninsured pregnant women and 
young children nationwide.^" 

However, even if fully implemented, these new laws will not 
compensate for Medicaid's growing failures. SOBRA's age 
limitations mean that Medicaid still will not reach low-income 
children over age five, and in 20 states, even extraordinarily 
poor children over age five are still excluded, no matter how 
great their poverty, simply because they live with two parents 
and are beyond the age mandate of the Deficit Reduction Act. Nor 
do these new laws aid the millions of uninsured, nonpregnant, 
poor parents, whether they are working or unemployed. 

Moreover, these recent improvements are unlikely even to 
offset the years of stagnation and erosion that Medicaid has 
experienced. In Fiscal Year 1985, Medicaid seri 10.9 million 
children younger than twentv-one--more than 400, 0 fewer than 
were served in Fiscal 1978.^^ This drop occurred despite the 
fact that Fiscal 1985 was the first year that the 1984 Deficit 
Reduction Act amendments were in effect, and it followed 
f enactment by about a dozen states of additional optional Medicaid 

child coverage improvements. Finally, this decline occurred even 
though the number of children in poverty rose from 9.7 million to 
more than 12.5 million over the same time period. 
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The primary causes of declining Medicaid coverage include 
stagnation in Medicaid's financial eligibility levels, and^ 
beginning in Fiscal 19*2, a virtual exclusion of poor working 
families from the program. Even in 1977, prior to tiie 1981 
reductions, a child living in a poor working family was 1.8 times 
more likely to be completely uninsured than one living in a poor, 
non-working family.^* This figure has undoubtedly worsened. 

3. Reaedying Children's "Relative" Catastrophic Health Needs 

If children's "relative" catastrophic health needs are to be 
met, it is essential that they be given health insurance. This 
might be accomplished by requiring all employers to offer health 
insurance, by providing poor and near-poor families with 
subsidies to meet the cost of dependent coverage under their 
employer plans, or by expanding Medicaid to include coverage (on 
an income-adjusted premium basis) of any individual or family 
with income below 200 percent of the federal poverty level. 
At a minimum, however, we believe that any catastrophic health 
package for the under - 65 population should include the 
following, in order to reduce the number of poor children facing 
"relative" catastrophic health costs: 

o Mandate Medicaid coverage of all chi Idren under age 
Five living below the federal poverty leyeli to be 
Pha8e~in on a vear-by-Vear basis beqinninq in Fiscal 
1988 . Such coveroye is now optionaT! 

o Mandate Medicaid coverage of all children u nder age 18, 
and 18-to-21-yea'r-old8 in" school^ "jobs, or ' job training 
progra m s, w hose fam ily inco me and resources do not 
exceed their stateF AFDC eliglBiirtY levels . As noted 
above, the 1984 reforms eutenaea such mandatory 
coverage to children under agft 5 but left uncovered 
children ages 5 to 21. Legi8la*;ion recently introduced 
by Congressman Waxman and Senator Bradley (K,R.1018 and 
S.422) would increase this age limit to age 8. We 
recommend a further increase to age 18 (and to 21 in 
the case of older children enrolled in school, jobs, or 
job training program^), with a phase-in of all such 
newly eligible children over age five by 1992. 

o Provide extended M edicaid benefits to all families 
m aking the transition off AFDC , Including 9 months 
automatic coverage, and continued coverage for working 
familias with incomes below 100 percent of the federal 
poverty level. 

o Provide states the option of extending Medicaid to any 

child unde£ age 1£ Und an^ ilz^S^li ^ear-old i^n " 
school, " 3 Ob or ]ob~traTnYng)~ wxth fam ily inc ome Belo w 
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the federal poverty level but over the AFDC elxgibility 
1^ e V e 1 . Cr*** ted this new option bu t presently 
terminates Cw»verage at age five. The Waxman/Bradley 
legislatic would raise the age limit to 8 yeai's. We 
rf-commend that the age limitation be increased. 

B. "Chililren's Absolute* Catastrophic Health Mesds 

In addressing children's **relative** catastrophic health 
needs by expanding the number of children with health insurance, 
Congress would also provide extensive relief for children with 
absolute catastrophic health needs which arise as a result of 
severe illness cr disau: lity. However, it is also evident that 
normal levels of insuranct* public or private, are inadequ^:ite in 
the case of the most seve. ely c:tastrophically ill or disabled 
infants and children, particularly the 19,000 with more than 
fifty thousand dollars a year in health care costs. 

Our traditional notion of health insuxcnce is that its 
primary purpo s is to provide piotection against grave health 
risks. But over time the nation has developed public and private 
health insurance systems that are designed to meet normative, 
rather than catastrophic, medical care needs. Both public and 
private health insurers have developed myriad ways ..o limit their 
exposure for high-cost illnesses and disabilities, in favor of 
providing subsidies for more routine and normative health needs, 
o Among employers responding to a major heal th insurance 
survey conducted in 1986, 73 percent indicate^ that their plans 
exclude coverage of preexisting conditi'^na. More plans now 
also contain riders that exclude coverage of certain conditions 
that may develop among enrollees, such as cancer. 

o Only about 75 percent of ^.lans offered by medium and 
large-sized firms between 1980 and 1985 contained 
protections against huge out-of-pocket costs born by 
enrollees in the event of catastrophic illness. 

o Only 67 percent of mid-and-large-sized firms offered 
extended care benefits between 1980 and 1965, and only 
56 percent offered home health benefits.^' 

o In 1977 only 8.3 percent of all children had unlimited 
private coverage for major medical benefits, and one- 
third ha(* coverage for a quarter million dollars of 
care or less. 



o Fourteen state rledicaid programs place absolute limits 
on the number of inpatient hosptial days they will 
cover each year, with some states limiting coverage to 
as few as 12*15 days per year.^^ About an equal number 
place similar limits on cover age of physicians* 
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services. Others place strict limitations on such 
vital services as prescribed drugs and diagnostic 
services. 

o Finally, both Medicaid and private insurance frequently 
fail to cover extended home health and related services 
(including such non - 1 rad i t iona I items as home 
adaptation). When such coverage is available, it may 
be provided on a case-by-case exception basis. 

The question of whether private and public insurers should 
be required to meet more than normative patient needs is complex, 
particularly since so many Americans are uncovered for even basic 
health needs. We believe that, as one part of a longterm effort 
to improve the scope and depth of public and private insurance i> 
coverage, employers should be required to include catastrophic 
protections as Congresstnan Gradi son's bill proposes. However we 
would caution that if this mandate is not coupled with a minimum 
employer contribution requirement at least some employers will 
meet is new obligation by reducing their individual and/or family 
premium contributions, thereby completely disinsuring even more 
dependents. 

We would therefore amend the Gradison bill to add a new 
premium subsidy for families with incomes below 200 percent of 
the federal poverty level. We also recommend that the definition 
of out of pocket expenditures include those out-of-pocket cost& 
that ultimately may be covered by _dicaid in the case of ]ower 
income medically needy persons. Without this modification, a 
Hedicaid-eligible person also covered by private insurance will 
never be able to trigger his or her private coverage, and state 
Medicaid programs will bear the full brunt of the beneficiary's 
catastrophic illness without benefit of third party liability. 

Finally, we wou)d urge this Committee to provide at least 
some incremental relief for the smt^'I number children facing 
major catastrophic illnesses, regardless of whether they live in 
insured or uninsured families. We believe that two basic changes 
are needed. First, Congress should enact a program to provide 
care coordination and other assistance to families whose children 
incur annual medical expenses in excess of $5000. This program 
should be administered by state maternal and child health 
programs under Title V of the Social Security Act« 

Second, Congress should create a special fund for families 
of the 9600 newborns and infants whose first year medical costs 
exceed $50,000, and who incur out-of-pocket costs of at least 
$5000. While the Medicaid medically needy program provides some 
assistance for such families, fifteen states currently have no 
medically needy programs. Moreover because sp^nd-down ^ 
requirements are so restrictive, we estimate that, based on a 
telephone survey of state K%'>dicaid agencies with medically needy 
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programs, only about 100 such medically needy infants are 
assisted annually. Thus, a more appropriate assistance fund is 
needed for families with catastrophically infants, particularly 
because half of all severe childhood illnesses and disabilities 
have their onset in infancy. 

Our proposal, which would cost about $600 million for full year 
funding, woulO provide ongoing medical services to these 
children, in accordance with individually developed case plans 
{developed by Title V agencies) which emphasize community-based 
care in the least restrictive setting. 

In conclusion, any catastrophic approach for children should 
address both their relative and absolute catastrophic needs. In 
the immediate future, we recommend exnanding Medicaid to reach 
more poor children, enactment of Congressman Gradison's bill with 
two modifications, and development of a supplemental funding 
program to aid families whose chi Idren have major, ongoing 
catastrophic health needs. 
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TABLE II 



Children Under Age 18 Without Health insurance Living in 
Poverty by Family Tyoe, 1985 



7.1% 

H Spouse present, Family 
head is worker 

21.4% ^^^^^^Ht 35,7% M Spouse present, Family 

head is fwnworker 

B Spouse absent. Family 
head is female worker 

IS Spouse absent. Family 
head is female itonworker 

□ Spouse absent. Family 
^ 'S male worker 

30.9% '^""^ 
Not* 1h«ruT>b«f o(uilrwjr«dpoorchM«nMio^i^o*HJ'*'rK]l*rio^ 
Sourc* CmoiovM torwm l>norch Mllul* tabmatlont of irw Macti 1986 CuT«nf Poptioron $i^»y 




33 



82-404 0-88-2 



Table III 

Tne CivMian Nonagrlcultural Populationa/ Without Health Insurance 
and Percent by Own Work Status, 1982 and 1985 





1982 




1985 




Percent 


Work Status 


People 
(millions) 


Percent 


People 
(millions) 


Percent 


Oange 
1982-1985 


Total 


30.3 


15.6% 


34.8 


17.4% 


14.9% 


Workers 
Family Head tV 
Other 


16.0 
10.4 
5.6 


13.9% 
U.1% 
13.4% 


19.1 
12.3 
6.8 


IS.5% 
15.6% 
15.3% 


19.4% 
16.3% 
21.1% 


Nonworkers 
Children c/ 
Other 


14.2 
9.6 
4.7 


18.2% 
17 0% 
21.3% 


15.6 
11.1 
4.6 


20.4% 
19.7% 
22.8% 


11.0% 
15.6% 
2.1% 



Source: EBRI tabulations of the March Current Population Survey and the March 1966 
Current Population Survey. 



a/ Data exiude people under age 65 employed in the military or in agrteulture. and members of their 
families. 

b/ The family head workar is the family or subfamily member with the greatest earnings; alt 

other family members with earnings are designated as secondary workers. Family head workers 
include unrelated individuals who are workers. 

a People under age 18 who reported no earnings and were not the family head. 



Table iv 

Civilian Nonagrlcultural Population a/ With Private Health Inaurance 
CoveraOe by Own Woric Statua and Source of Coverage, 1982 and 1985 







1982 






1985 




Worl( otaius 


Total 
Private 
Goveraae 


Employer 
Coveraoe 


Other 
Private 
Coveraoe 


Total 
Private 
Coverage 


Employer 
Coveraoe 


Olher 
Private 
Coverage 








(In millions) 






Tolai 


146.9 


130.8 


24.0 


1 47.6 


131.8 


23.0 


Workers 
pamiiy Head ly 
Other 


92.9 
57.5 
35.4 


83.7 
51.1 
32.6 


14.7 
9.9 
4.8 


97.1 
60.3 
36.8 


87.6 
53.6 
34.0 


14.8 
10.0 
4.6 


Nonworl(er$ 
Children ct 
Olher 


54.0 
39.5 
14.5 


47.1 
36.1 
10.9 


9.3 
4.9 
4.4 


50.6 
37.7 
12.8 


44.3 
34.9 
9.4 


8.2 
4.1 
4.1 






(percent within work 


Status group) 






Total 


75.8% 


67.5% 


12.4% 


73.9% 


66.0% 


11.5% 


Workers 
Family Head tV 
Olher 


80.4% 
78.1% 
84.4% 


72.4% 
69.4% 
77.7% 


12.7% 
13.4% 
11.6% 


78.8% 
76.5% 
82.7% 


71.0% 
68.0% 
76.4% 


12.0% 
12.0% 
10.8% 


Nonworkers 
Children ci 
Other 


69.1% 
70.1% 
66.3% 


60.3% 
64.3% 
50.0% 


11.8% 
8.7% 
19.9% 


66.1% 
66.8% 
63.4% 


57.9% 
61.9% 
46.5% 


10.7% 
7.3% 
20.3% 
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Chairman Stark. Thank you. 
Mr. Sweeney. 

STATEMENT OF J.E. STIBBARDS, PH.D., CHAIRMAN, BOARD OF 
TRUSTEES, AS PRESENTED BY ROBERT H. SWEENEY, PRESI- 
DENT, NATIONAL ASSOCIATION OF CHILDREN'S HOSPITALS 
AND RELATED INSTITUTIONS 

Mr. Sweeney. Thank you, Mr. Chairman. 

I am Robert Sweeney, and I am president of the National Asso- 
ciation of Children's Hospitals and Related Institutions. 

It had been our intention that our Chairman, Dr. Stibbcutls, from 
the Buffalo Children's Hospital would be presenting this morning. 
Apparently a mixup in our communications and also the vagaries 
of Washington tramc have delayed him. So I will, if I may, present 
the statement. 

Chairman Stark. Please. 

Mr. Sweeney. On behalf of our 94 Children's Hospitals, let me 
thank you for the opportunity to testify. Our proposals have the po- 
tential for future savings in health care costs through prudent and 
modest investment today in our children. 

Our association has adopted a policv statement Catastrophic Ill- 
ness Expense and Children. Many of the points made in that state- 
ment ar^ included in our detailed testimony submitted today which 
I will summarize and highlight appropriately. 

Although for the vast migority of children, good health is a 
normal state, our data shows that in 1985, of the 8.4 million chil- 
dren and infants hospitalized, 176,000 had hospiial charges over 
$10,000. In fact, averaging $25,600. Add to that physician fees and 
other necessary expenses, and we are talking catastrophe for many 
American families, even those families who are seemingly ade- 
quately resourced for routine medical expenses. 

One-half of these children were under 1 year of age, suggesting 
younger families in the early stages of their earning capacities. The 
financial insult incurred can be one from which these young fami- 
lies will never recover, and the very stability of the family unit can 
be jeopardized. 

If the family is poor, any medical expense can be catastrophic. 
Even when they cannot pay for such care, none of it, of course, is 
free. Rather, it is distributed throughout our economy and our soci- 
ety haphazardly with no particular plan or reason. 

This amounts to Pnofficial taxation, enacted not in furtherance 
of but in lieu of reasonable public policy. Providers curtail plans 
for new and needed services to meet the cost of caring for the poor, 
or they become unofficial taxing agents, passing costs to other pa- 
tients or their insurers. 

That alternative is rapidly disappearing in our "market-orient- 
ed" health economy. 

States impose taxes on hospital revenues for redistribution of 
funds from the protected sick to the unprotected sick. 

Cruelest of all is the confiscatory tax on the child, resulting 
when his parents forego or postpone necessary or indicated health 
care, because they do not have adequate resources to provide it. 
That tax compromises the child's future well-being. It threatens his 

36 



33 



educability. It may diminish his future earn'ngs capacity. It is a 
tax which must be repealed. 

This then is the pervasiveness of catastrophic illness expense in 
children. The child with no resources available for his care; the 
high cost of today's technologically driven caie with its seeming 
marvelous cures; and finally those children whcm we can save, but 
for whom the knowledge has not yet arrived to cure or prevent. 
The resultant cost of severe chronic illness cai be devastating to 
his family. 

This subcommittee and the C!ommittee on Vfayt and Means have 
moved promptly and effectively to address some of the catastrophic 
illness problems of Mcnlicare beneficiaries. The administration's 
proposal has been enhanced to assist those facing m£gor expenses 
from Medicare covered services, or threatened by that potential. 

For children, there is no equivalent to the Medicare vehicle to 
which a solution can be affixed except for those 2,000 children eligi- 
ble for Medicare's end stage renal disease program. 

For the families of children whose resources are inadequate or 
exhausted, a number of public policy initiatives are indicated. 
Many of these indicate taxation, but taxation which is rational and 
in furtherance of a public policy toward preserving the health 
status of our children. 

Since employment-related health insurance remains the domi- 
nant mechanism for protecting the working population, we would 
urge the following: 

One, the prompt enactment of H.R. 2300, the Catastrophic Illness 
Expense Protection Amendments of 1987, cosponsored by the chair- 
man and the ranking minority member, to require employers to 
add catastrophic or stop-loss protection to health benefits. 

Although we recognize that no attempt is made to prescribe ben- 
efits of the basic health protection plan, care must be taken that 
employers are not encouraged to finance costs of a catastrophic 
protection by increasing copa3rments and deductibles on basic cov- 
erage, particularly among low income workers. 

Further, particularly in the care of young children, the cata- 
strophic coverage required should include a requirement for home, 
or alternative site care in lieu of acute hospital care when medioal- 
ly indicated an-J appropriate to the family situation. 

This has been demonstrated to be cost^ffective, extending insur- 
ance benefits and most certainly is humane. All that has been lack- 
ing is the required resources. H.R. 2300 would correct that lack. 

Second, we would require all employers to provide a minimum 
health benefit package for employees, including prenatal and well 
child care. Such might be accomplished in a variety of ways, in- 
cluding tax incentives to employers of predominantly lower income 
employees, and an excise tax on employers not providing such ben- 
efits. 

Third, for workers above 200 percent of the poverty level, health 
insurance benefits should be taxable unless the employee covers his 
dependents. Alternatively, a portion of their standard deduction for 
dependents should be disallowed unless these employees include 
their dependents in their insurance benefit. 
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Fourth, we would encourage creation at the State level of insur- 
ance pools for s)nall employers, the self-employed and seasonaUy 
employed persons. 

Fifth, we would encourage States, in combination or separately, 
similarly to establish risk pools for the the uninsurable, and cata- 
strophic insurance pools for small employers and with the risk 
pools, subsidized if necessary b:^ State or Federal taxes on insurers 
and self-insured businesses. 

Sixth, we need to protect the needs of the poor and the near poor 
through comprehensive expansions in the Medicaid program, in- 
cluding mandating coverage for pregnant women and children 
under age 6, whose incomes are below the Federal poverty level as 
an extension to the Waxman-Bradley bill. 

Next, we should eliminate State-to-State discrepancies with 
regard to eligibility and the extent of services provided by the Med- 
icaid program. 

And finally, require that any savings to the State in the Medic- 
aid program resulting from the Medicare changes, particularly the 
cataistrophic changes which you are in the process of making, be 
maintained within the State Medicaid p; jgram. 

Mr. Chairman, we have suggested in the interest of children, six 
vehicles to which their catastrophic illness expense needs can be af- 
fixed. Three of these, requiring catastrophic protection in health 
benefit plans, requiring health benefit plans of employers; and 
using tax policy to encourage workers with sufficient earnings to 
protect their dependents; fall within the jurisdiction of the Commit- 
tee on Ways and Means. 

The prestige of this committee will add momentum to the others. 

Please be assured that NACHRI as an organization stands ready 
to assist in any way possible the committee and its staff in your 
endeavors. And I thank you for the opportunity to present this 
statement. 

[The prepared statement follows:] 
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Tha HaUonal ABWciaUon of Oiildrw'fl Boflpitals and ReJatad inaUtiTtions is 
JhnSSS^.iSS^^SL**^^'*^ prmotlng tha haalth «nd%aU-S£ng of 
dUldren. Hicmu i. the only naUonal or9mi«aU« of childr«'. hospitals in tha 

?ii«?fL^?SrJL^^^; •» OG«nitt«S to wseairh. All are deeply 

involved with the ocnuniUes they serve and generous with chsritable care. 

For dUidrw's hospitaU and the fnilias they serve, catastrophic illr^ 
«>q)ense is the siajar puhlifj policy issue. trepnic iiir^ 

^.w ^JS?!*^^** *^ Oa«itt«e on Mhys and Itaans have aoved pramUv and 
jrtth effectiveness to take action on catastrophic illnass afpsnseToo^Sng to 
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eidianced and will assist those facing aajor SKponses in iWiosre covered serv^ 
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continuing ocnoern. Ht reoogniie the subcaaidttae's concern tharSitionS 
^^^"^ -^oonfront the elderly and disablsd, particularly drugs and 

?2LJ" ^ further^idetationTihe^ 

eldw^ara, in good --wrj^ gi«n4>arenU indeed and thelSir^andE^renS 
of thoae to nhOD childsn's hoapitals ara ooanittad, and the bond betSaentihaTl. 
mich that frjquentV these gnuA»«nU devote their lisatad^ScSSTSo^ iSli 
beingof their grandchlldran, particularly iihsn illness sf ikasT hST 
'f!!!!?^*!!? i» h^P the child, and to the child's parenu. We oust be 

mindful the g^iwraUcns are «itaaUy sqpportive, and ■utualirdepsndent! 

^ °^"^^*^th catastrophic illnaa^ eaqme are served in very limited nunters 
nJ^3?! J?™^ the ftd Stage RMal Disease progr«n, which iSvidesT 

{S^;^?: 2^ ^ '-^^^^ ^ While 

w^Jn^rovwsnU to Msdioare coverage will undoubtedly assist the 2000 fmilies 

S^ScjSSSToTSJSri!^ condition, it would not aUeviate the bujSsi Seed 

fK.^ !f * *^ ^^^^ °^ ^"^"^ can be just as cat^strt^hic as 

* '"^^y "^^^ resources to provide adarMtTcarrfor 
a child, otherwise routine health care eicpenses are catastrophic. Although this 
happens pr^ily «ong f«iilies who are uninsured, underin^ed, orSSSurSle, 
noone is inune frcm illness expense of catastrophic proportions. High 
^SriJS •^^^ ?»^e previously no treatment was possible, can 

^.fTfnli^ J ^^f*^J^ the diiasna of payment to those whoiereoouices are 
sufficient for routine and a. Icipated services. 
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DCPININS KKOtSTfCKaC IliMGSS QCFBGE" 

TUB threshold of 'catastrophe* is relative to those resources whid) can be 
dedicated to illness expense without severe and lasting effect on living standards 
or other essential needs. For the elderly, protecting against caca^unphe often 
focuses on maintaining living standards or guarding static resources needed for 
fu*-ure living eoqae ns es. A young fanily is nore ooncemed with building for the 
future, saving for education, or progressing touard a higher living standard. 
Catastrophe in this case threatens the stability of the faidly*s current eoononic 
status and achiewanent of future goals. 

Financial catastrophe may have several levels. Mhere a family's resources 
are severely limited, even minor events will result in financial catastrophe. As 
available resources increase, the threshold of financial catasti.'ophe also 
increases. Yet there is always the potential for a serious or lasting erosion of 
the family's standard of living. 

Of course catastrophe is not siji|>ly a financial concept, the stress of a 
child's illness or injury places motional and social burdens on the entire family. 
A parent nay have to cease working, leading to a decreased family income during a 
period of incrMsad resource needs, with resultant stress. Siblings suffer fron 
loss of parental attention and deprivation fron the economic sacrifices iiqposed, 
such as loss of savings for higher education. As a whole, the family suffers frcm 
disruption of a stable and predictable family life-style. Itwse onotional and 
social stresses affect families of all eoononic levels, though those with more 
adequate means or other support systons will absorb the s^«xdc better than others. 

Catastrophic illne55 esqpenses in the pediatric population may derive from one 
or more of three sets of circuastanoest 

* Acute care needs whidi are sudden and episodic in nature: 

- Approximately 220,000 premature babies are bom each year; with 
intensive care nursery charges approocimtely $l,000/day, average 
hospital charges are over $35,000 for an iinnature infant 

- Heart surgery for a child may cost a family $22,000 for a hospital 
stay 

- Treatment for extensive bums may rusult in a hospital bill of 
$45,000 

* Quxnic care needs which are on-going, have a cumulative effect, and 
are likely to be coupled with spells of acute illness: 

- Ccn^ehensive care for children with cystic fibrosis can cost a 
family $6,000 - $12,000 annually; intermittent hospitalizatioTiS may 
average over $7,000 per st^ 

- Instituticiul care for a ventilator dependent child may aimunt to 
$350,000 annually 

* Primary care needs whidi are cat&jtrophlc for those with no insurance 
or very limited resources, which prevent their being properly 
addressed: 

- Treatment for an episode of asttma may cost a family $600 

- Routine hospitalixation may incur costs of $700/day 



CVnSTTCPHIC lUKESS EXFB6E IMPAC^T CN PCKJIATION SB9'.'QIIS 



Catastrophic expenses can befall all se^nents of the population. Itte extent 
to which a family will be faced with hardship will be determined to i great extent 
by the resources it K « available to meet the need. Since health insurance is a 
prime resource, the scope of the catastrophic illness expense problem a«n he 
examined better by grouping the population by extent of insurance protectiont 

* The vaUnaured , estimated to be sane 35 million Americans who are 



without health insurance 
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* Ttw wdTinwiTMa. another 10 ■illicD Mho 2My htvt iiwunmoe of the 
yier, or heve very 1^ ited bonef ita 

* The uninwrable. beowee of health eUtua, oannot obtain >wwith 
inaoranoe at a price they oen afford 

The unifMired are people «te are unoployed, or «hoee «vaoyBMit dOM not 
offer health benefit for «^loyeea an4/or their chiUrm. oft« thaee 
individuala are v^played part-tiae or eeaaonaUy. Yet, 55 perc«it of the 
uninaured in Merioa are adulU «ho do work. Eleven ailUon of the vnineured are 
dependmu of viOoyed adulU, IS yeara old or yonger. 

Sam indiviAiaU, auch aa aeU nloyed bminiaMW and faiMrs, do not 
qualify for gnVP coverage and mat d^wd on ooet^y - often inaf fordable - 
indiviAial aswage for thMelvea and their fwiliea. Individual policiea are 
act to include clauaaa reetricting coverage for specific diaedaee, Mcduaion of 
ouverage for ptv-eitiating oonditiona, and very high prwim. 

Uck of inwranoe and other available reeouroae for health care reeulta in 
inediate barriera to acoeea. MulU aay lack aooeaa to buic primy and 
preventive care. Itothera aay not have aoceea to adequate prenatal care, reaulting 
in aeverely impaired pr«nature infanU or failuP9-to-thrive infanta. Such "^irtha 
nay repreeent a relatively ahort--t«m criaia, parhape three ncntha of intmive 
care, or they aay rawlt in chronic diaabilitiea requiring yeara of apecialita' 
oare, fre^ienUy with epieodea of acute needa. 

Farente aay lack reeouroaa to provide for a chlU'a ahort-tenn acute epiaodea 
of illneea, auch aa aathna ar^ par infecticna. Left untreated, acute ep^^eodaa my 
lead to eerioua, chronic, and aiaahling oonditiani. 

Evwi when reeouroad to meet baaic needa, a fwilly nay lack adequate 
protection for txeetMt <if chronic oonditicna, rtfiabilitetion, or the apecUl 
aiipport neediM b*tvcc.a ecute epiaodea of a chronic condition. 

Inatitutionaliiaticn nay be na.datad, deepite preferencea for and 
appropriateneaa of heme care, in order for the family to receive public aupport. 



MB>ICAID MD CNmSTRORBIC lUHESS BCTWSE FOR THE "XR 



Medicaid, the federal/aUte health care progran for the poor and the mior 
public progrOT for child health, doe« not provide adequate coverage. In 1983, 
children under age 18 acoounted for 38 percent of the poverty papulation. AFDC 
childrwi ware 44 perosit of Medicaid recipiente, but oauaed only 12 percmt of 
Medicaid eapendituree. In the ane yeer, thoee over age 65 oonatituted 11 percmt 
of the poverty pofulation hut were 16 percent of Hedioaid rwripimte. In aun, the 
elderly, blind, and diaabled acoounted for 75 percent of Medicaid mpenditurea. 

Medicaid ia an inoonaiatent national reaouroe. SUtM have overly broad 
diactetion in detemining eligibility and a«rvioea covered. The variability by 
atete of Medicaid coverage nakea the progrw inherently inequitable in ite 
aervicea, aii^y aa a function of ger- .phy. Ftor exMple, in 1984, eligibility 
inccne in Alabna m» 17 percent of ♦ - Zederal poverty level, while in California 
it Maa 74 percent. In that year, the t>overty level for a f«idly of four m 
$10,200. Overall, the average eligibility inccne in 1984 w only 38 percwt of 
the federal poverty level. 

SUtee alao are authorised to iifXMe limite on eervicea, including mandated 
aarvicee, within evtablii^hed guidelinea. Por «uaple, in 1984: 

* fifteen atetee inpoeed limite on the nunber of inpatient hoepital days 
per Bpell of illneea, ranging fzm 10 to 45 days 

* fifteen aUtea limited coverage for specific procedures 

* twelve e^&toe limited the ntsnber of outpat.mt hoepitel aervlcea/viaite 
per year 

* fifteen atetee requi' jd prior author! nation for certeln aarvicee or 



proceduree} and 
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* six tUtM limital p«ychUtric aervims 

lti«re OQvcngt is liAital by toope of MnricM or eligibility level*, care 
often is deli wed by the provider without oca^mation, Nhich my naan that the 
pr^rider cMinot adeq^^tely or consistently BU[)port onpr^wMive services for all 
those in need. Further, changes in the health oure larketplace nke it 
increasingly difficult to transfer the coet of care of thoee vho cannot pay to 
those who can. 

SUtes hm the option to provide a Msdioally Heady Frogrv, in iihich 
individuala can beoone eligible for coverage based on the wnint of their incurred 
MBdioal SKponees. Hnnver, tc date only 34 sUtes hsve adapted this option. 
Again, within the Msdically Needy Progrm, statoe control eligibility through 
leveU of projected inoone, aUoMeble reaouroaa, ard length of tim during iihich 
persons nist spend dcwn their reeouroes. Even the Hedioally Needy option ia 
lacking, with eligibility on average reaching only 51 peroant of the federal 
poverty level. 



PWilLIBS ABOVE THE FOVSnV LEVO. 



People i4» are "near poor* and "middle class* oftm are ur^insured. The 
eooncny is increasingly service-based, with large mnbers of imsldlled or 
soni-skllled part-tiaie oiployees. Between 1979 ard 1964 , 60 perc«t of newly 
creatad jobs paid leas than $7000 annually. Bq>loyers are not required to provide 
bmefits for employees, or their dqiendents, ard, in fact, in 1985, 15% of all 
wvlcers had no m^iajf^r wpotmcxnA health insurance pn?tection. of those wmlng 
l«es than $10,000 per year, 28% had no health care c -t protection, public or 
private. Further, twenty percent of uninsured children lived with an enjoyed 
covered «wker who was either parent or spouse. Uiere is no substantial 
incentive, wch as a tax benefit, to encourage eaployees to select ocniirAensive 
health coverage for their childrm. 

Even fadliea with good inocaiaa nay face devastating ooets with the illness 
of a child aapecially if the need is for long-term care or treatment not covered 
by traditional insurance policiea. A 1986 study by the united Oerdbral falsv 
AMOciation depicU the costs ocnnonly associated with this chronic condition, and 
the amount borne by the fmily: 

Fbr surgical procedures, private insurance pays up to 80 percent 

* Bq)enaea for wheelchairs, braces, and special adaptive devices 
represent a continual drain on family resources; the equipment 
pirchased by aany faaiilies is "dicUted by availability of funds rather 
than... the need" 

* PiMiliea usually bear the entire cost of making a heme accessible to a 
handicapped ciiild 

* Special transportation '^ta are also met al^noet exclusively bv 
familiee 

' Current eMpenses, including doctor bills, speech therapy, and 

medication average $4490 annually, with 51 percmt paid by the fevnlly. 
txrh families face the burden of continuing and accwulating health 
caxo coats which in simi, are catastrophic 

The uninsur«\ble population is cai|>rised of individuala, both childroi and 
»1ults, whose health status precludee then fran obtaining health and life 
insurance. Ihia popolation is increasing as danographics demonstrate the gradual 
aging of America vd the increasingly successful application of medical technology. 
People who previously died frcm serious diseases are now able to live with those 
diseases, yet often with a jjnstant drain on their reeources and occlusion based 
on medical hlatory, from affordable insurance protection. 

ApproKimataly nine percent of Mnericana have a aerious illness, and one to 
two percent of all children in America have a severe chronic illness, a 1986 
study by OOwMnicating for Agriculture shows that of rural Mnericans aurveyed in 
five autes over the past three yeara, 10 percent had been dmied health insurance 
because of health sutus. 
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. of^bMicprincipltti o»n be identified that guide raoonnendations for 

• eolution to oetaetrophic iilneea expense for chiidr«x 

Thii isifue ia priaiarily one of equity and access to care for 
all children 

- Mt^cal science has shcMi what cui be achieved whm children receive 
ade^te preventive, palliative, and anUcipatory services 

- Socieg; re^mSs positively in individual cases, such as when pleas 
are made to extend all that medicine can offer, as in the^ of 
organ tranaplanta 

- It is ethically unacceptable that care be available only to those 
with resources to pay ' 

' **■ elderly entiUed to appropriate and necessary 

health care through the Medicare Program. Tb assure that the 
generations are not divided arbitrarily, childr« deserve the anw 
consideration 

Ihe issue i« one of maintaining fanily integrity and stability 

" Care should be provided in the setting that naintains and encourages 
a stable family situation 

- l«ien a child is ill, the whole family feels the iinjact, both 
socially and eoonanically. A goal of piiilic policy nuat be to 
ameliorate the eoonoAic disruption o£ the fanily, which as a leading 
cause of family disintegration ^ 

- Public policy in welfare reform and education has strassed the 
iaiJortance of mintaining the fabric of the family. Health care 
policy deserves the some oi^hasis 

Ihe issue enoaifasses more than high-technology, expoisive care 

- Public policy oust respond to the variety of situations that can be 
considered catastrophic. Primary care needs for the poor and 
c^ironic care needs must be met aa well as the needs of the severely 
ill child 

- As the probl«n has no single cause, the solution will not cone fron 
a single resource. Public policy must draw on all facets of 
aociety, incorporating efforts by both the private and public 
sectors, and the family 

Safeguarding the health of children is an inveatment in the future 

- The.e is a ocnpelling interest on the part of govemnent to ensure 
Uie safety and well-being of children, ao that future generations 
will be at least as stable and independent as the present 

- Ihere is likely alMys to be a ae9nant of society that cannot 
adequately provide for itself, and mist turn to the public for 
assistance 

- We danonstrata our worth as a society by providing for thoee who are 
most in need— including those children who suffer fron catastroohic 
illness expense 

Ihe issue resolution oust not overlook the current need to be 
budget-realistic 

- Public, congressional, and exacutive ocmnitmvit to reduction of the 
federal deficit is clear 
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Cost cxntaimnt and quality assurance ire essential caiDcnmU of 
catastrophic care coverage, ainical care nanagoiKnt is a process that 
should be used to 

" Sf^J^*?!* earliest possible discharge to the hone mvironnent or 
the least restrictive alternative care setting 

- Coordinate the provision of quality anbulatory services at the 

lOMQSt cost 9 
PUBLIC MD PRIVME INITUTrVES TO REACH CHIIDRBI IN Nra> 

rrrr^JS^^^!^:!^^ insurance r»ins the dcninant mechani» for 

S^S^f^^^^.^^^S popuUUon. The association has identified a muter of 
public policy initiatives to strengths this resource, including: 

The requiranant that all enploj-erc provide a mlninun health benefits 
psdcage for cnployees, including prenatal and well child care. Such 
«ight be aoooa|)lished in a variety of ways, such as tax ineentives to 
SSS;^ ^ ^ition of an mcise tax on 

aiployers do not provide su* benefits 

The developnent of state level insurance pools to reduce the costs of 
sud) protection for participation by naU eB|>loyerb, self-mloyed, 
and seaaonally-anploMed people. Allcw, if actuarially sound, 
uninsurable people to purchase fron this pool; or 

The establistment, if necessary, of separate state riV^ pools for the 
uninsurable, subeidixed by such mesne as a rtate tax on health 
insurance praniims or the cost to 4elf insured mowers of prwidinq 
euch benefits 

The prai|>t enactment ot m 2300, the Catastrophic Illness Bcpense 
Protection AnenAnents of 1987, sponsored by the ranking minority maiter 
and oo-9ncnsored by the CSuiman, to require cnployers to add 
catastrophic or "step loss" protection to health bmefiU. Ctee must 
be taken that enplcyers are njt encouraged to finance the catas^^rophic 
protection by increasing oo-ppymenta and deductions on basic coverage 
?L*? J^.^ ~ dis-entiUe the wuiy to add protection to 

the fm whose health costs becone overwheljning. ' 

Further, parUcularly in the care of young children, the catastrophic 
coverage required should include home on alternative site care in lieuof acute 
JS^^Sl^^^L**' ^* -^^^^y indicated. It has been d«onstStS 
that when ade^jate resources are available for its provision to 
technology-dependent infanta, such care is the interest of child and fwiily, and 
cost effective. 

Additionally, t. -i deuc*opnent of state or regional catastr' Thic 

^ encouraged, which siKh coverage is not cost 
eifectlve for mall CB|>loyers, or insurance pool a. 

Mona'^^r°?ll!*^^*°f Other ins- pools to buy into the carastrophic pool 

along with other beneficiaries to ma i- e risk-sharing 

• Ptor workers above 200% of the poverty level, the taxation of onloyees 
on their health insurance bandits unless the/ cover their dependents; 
Alternatively, disallow a nortion of their standard deduction for 
dependents unless those /'.ependents are included in their insurance 
benefit 

The protection of the pr/jr and ."lany of tne near poor thro-^U 
ccnprehensive xpansio-ts in the ^caid troqrm including: 

- mandating coverage for preg Ant wonen f^'-Z childr« under age six 
whose inoonss are below thr federal poverty level; and 

- eliminating sUte-to-state ol^jpancies with regard to 
eligibilityand the extent of services provided 
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- requiring that any tavings to the states in the Medicaid progran 
accruing fran Medicare changes be naintained within Medicaid 

^ °^ children in any deacnstxation project or study of 

catastrophic coverage 

- Secretary of Health and Riaan Services Otis R. Bowen rectnmmds a 

^ elderly; this study should include 
children with long-term care needs 

^ntfits for Paderal aifiloyees; such a dronstration ahould include 

the initiation ly the Meral Goverment of a new stuJy of hmlth 
care costs, utilisation, and resources that includen children 

" S!"Si-?!r^^' national data of this nature are lacking, with 
the NCES study nw ten years old; during which time dynanic changes 
have occurred in the nation's econony. ^ 

Ihe needs of children for catastrophic illness expense protection are var'^ 
^^^^'SJi^- Mwy opportunities exiat for the sub^UtS^oWe S aSJ« 
than, warn and its aienber hospitals stand ready to assist Me r«L «ir«i!S«« 
to provide optii^m health carrSrvicea in a cSTefleSSiS .iJ^r^'irt^S^ 
internets of the children and fanilies we are privileged to serve. 
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Caiainnan Stark. Well, I want to thank, on the one hand, both of 
the witnesses. On the other hand, I was afraid you would be here 
and propound what for us, unfortunately, is the unanswerable. 

I suspect that if we did some things, as Ms. Rosenbaum suggests, 
uke lower the threshold for Medicaid or set a Federal minimum, 
we could increase our costs $20 billion a year without trying. 

Medicare, and the onlv figures that I have handy, costs us now 
about an average of $4,400 a person, as all of that is paid for out of 
premiums. Now presumably, that would go down with age till you 
got involved with pregnancy which would raise the cost in child- 
bluing vears. But even if you took 10 million uninsured, you are 
talking $40 billion a year, 20, 40. I mean the numbers are num- 
bers—we just run into an absolute stone wall. 

The reason we stayed away from long-term nursing home care is 
we very quickly got $15 to $20 billion a year, and it would be an 
awesome choice for us to say what do you want to do? Do you want 
to take $20 billion to start with seniors who need long-term care 
for Alzheimer's, or do you want to start with kids v^o need it? 
Then you are at $40 billion— the magnitude of it is staggering. 

I suspect that you touch on the answer, Mr. Sweeney, if you be- 
lieve— and I do— Mr. Crandairs approach that if we could take a 
long enough range look, and by that I mean four or five years, we 
would all save money. This care is being provided, albeit tardy and 
minimally, and somebody is paying for it, one way or another, and 
we might find a more efficient way if we knew the costs. We are 
really not focusing on that. It is frustrating. I would hope, and it 
would be an exciting challenge, that we could extend the principle 
of Medicare. It is certainly the most efficient program we know of 
in terms of returning as many dollars into the system. 

I am not sure cost containment is as good, say, as industry or 
some of the private purchasers. But insofar as an insurance pro- 
gram, we are pretty efficient. Mostly we swallow the overhead. 

If only we could extend the Medicare, have a minimum Medicare 
for youngsters or some type of benefit that could be purchased. I 
pink you hit it, Ms. Rosenbaum, with your idea to let people buy 
mto Medicaid even if they are above poverty. Maybe the higher 
they got above poverty, the higher the premium. 

Last week we sort of established an income related payment. As 
1 8«yf I think the committee would be open to those sorts of things. 
Sellmg it to the taxpayers is a real problem because you know, it 
could quicklv get budget busting attached to it, and socialism could 
get attached to it— all kinds of very frightening terms. I hope you 
will bear with us. 

I hope that ycu will give us the benefit of empirical sorts of re- 
search, and let me just propound to you an area where we can't get 
an answer. But instinctively I think that I am right. 

The areas of the very highest infant mortality, shamefully, are 
Oaklwid, California and Washington, D.C., where we get up around 
20,000 when our national average I guess is closer to 10 if you take 
out the disproportionate sliare areas. 

If we were to do a program that might be 6 months of prenatal 
and gynecolc^cal care, and pediatric care the first year, then the 
savings in the next 5 to 10 years of the child's life would be of 
many multiples of the cost of providing that service. Now, we can't 
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get budget scoring, as they call it, for that. They will score us for 
the money we spend, and score and scorn. But they won't give us 
credit for what we might save in the outyears. 

Regardless, if we knew more accurately what those costs might 
be, or could estinmte them, we would at least have something to 
argue about — the return for our investment. That is an area where 
rather than anecdotal evidence, which is availe^le in embarrassing 
quantities, the idea of trying to quantify some of this, seems very 
harsh. But we are going to have to do it, I think, before we can get 
the attention of the people. 

Mb. Rossnbaum. This past year, as part of our annual study on 
the health of ^nerica's children, we attempted to quantify the 
costs to the nation of not having brought the mcidence of low birth 
weight down as quicklv as the Surgeon-General projected we 
should be able to in 1978. Our figures, which are simplv based on 
an arithmetical compcuison of the firs^year -^t of healthy babies 
in a reduced low birtti weight situation comi red to firs^year costs 
of very small babies, led us to conclude tL.c the nation in this 
decade alone has spent more than $2 billion beyond what it would 
have spent had prenatal care been available enough to bring down 
the incidence of low birth weight, as we know prenatal care will 
when it is early, comprehensive and consistent. 

We can offer you that figure now. We can also offer some early 
results from ongoing research in a number of States. We have been 
looking with the help of New York State, at the cost of a cohort of 
low birth weight infants. One of our early conclusions from some of 
the early records is that approximately 50 percent of the children 
in special education settings in New York were bom at low birth 
weight. This means that the higher costs associated with special 
education are heavily attributable to infants who have been left 
with grave morbidities, ranging from retardation, autism and cere- 
bral palsy to poor vision resulting from the resuscitation ech- 
niques that are used to aid infants bom prematurely, he* ring loss, 
and nerve damage. 

These infants show up in the special education population in tre- 
mendous disproportion to their proportion in the infant population. 

So we know at this point far more than th& % dollar s worth of 
prenatal care saves three. We actually know .nat by not having 
fumished prenatal care, we have spent this decade alone $2 billion 
more than we should have, and we have not gotten healthy chil- 
dren as a result Children have survived, and many thousand£ have 
been healthier than they would have been without the technol- 
ogies, but many of them will not be healthy. 

I would like to make a couple of other points if I may. One is 
that this is unfortunately for children, we nave an extremely plu- 
ralistic health care financing situation and this isn't going to 
change any time soon. Since 20 percent of uninsured children live 
in families who have access to employer provided health insurance. 
But can't afford to buy the dependent coverage that the emplover 
offers, it would be relatively inexpensive to fumish those families 
with some sort of subsidy to help them meet the costs of dependent 
coverage. 

For the remaining children, certainly your proposals to allow the 
development of insurance pools, which are similar also to a number 
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of proposals that States are putting forward would help not only 
high risk uninsurable families who don't have access to other in- 
surance but also lower income families who also could buy insur- 
ance through a pooling system. 

We are excited about the experiments going on now in a number 
of States, Michigan, Washington State, and other States, to set up 
pooling arrangements for low income families. 

We think that it would cost about $4 or $5 billion to brins cdl 
poor pr^^nant women and children under 18 onto the Medicaid 
program. These children can't afford even in a pooling system or 
subsidized system to contribute anything. 

Chairman Stark. That was my next question. I was just going to 
ask that if we had $2 to $4 billion a rich aunt left us, or rich uncle, 
where would you spend it? 

Ms. RosENBAUM. I would add the children and pregnant women 
to Medicaid immediately. As many as we coidd get on. 

Chairman Stark. Mr. Sweeney, do you have a bite-sized wish 
list? Where would you spend the first couple of billion? 

Mr. Sweeney, ^thoi^h we come from and represent providers 
which are probably at the apex in tertiary level care, children's 
hospitals aix>und the country, I would agree with Sara that the 
first place to put that kind of money is in prevention, amelioration 
of the problem. 

We can keep plugging fingers in the dike like the little Dutch 
boy. But eventually we get to 10, and we are still going to have 
leaks in that dike. We have got to make a concerted effort to head 
off the problem, if you would, Mr. Chairman, ratiier than to try to 
b& ndage it after it occurs. 

One of those little babies, about which Sara spoke, who ends up 
in a neonatal intensive care unit in a children s hospital or in a 
tertiary center of any sort can coet in the first 18 hours of life what 
it would cost to provide that mothv3r with comprehensive manage- 
ment of her pregnancy. 

We put some data together that shows tl^at of the 3.8 

Chairman Stark. Csu; you quantify that for me? I mean what 
are you talking about in dollars? 

ftfr. Sweeney. Oh, we are talking about $1,800 to $2,500. 

Some of the exotic procedures now employed to save these very 
distressed babies can run as much as $3,500 a day and continue on. 

Chairman Stark. And for that yon could provide the last few tri- 
mesters of reasonably good provision and care? 

Mr. Sweeney. Indeeo, sir. 

To put the problem in perspective, there were the 3.8 million 
births in the country last vear; 97 percent of those babies, thank 
the Lord, would appear to be normal and healthy babies. The cost 
of their hospital care after birth was less than $700 each. 

The other 3 percent of the babies bom constitute 47 percent of 
the cost of caring for all infants. 

Science and tecl^Jiology has perhaps gotten ahead of our ability 
to either finance it, or appreciate and support the value of it. 

If I may, sir, I appreciate your concern and your interest. 
Wouldn't it be nice if we could get kids on Medicare, and I guess it 
would, and we would support that. If it is a 5-year agenda, the 
youngster who is now 3 years old will spend more than twice his 
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present life waiting for that to happen. He would be 8 when it 
came. 

In many conditions in children, you need to move to meet that 
need at the time that it first manifSests itself. And there are some 
things we can do immediately without marked cost to the Federal 
Government to plug some of the gaps that we have. Your H.R. 230C 
is a magnificent initiative. 

We would invite you also to consider the requirement that all 
employers must furnish the minimum of health insurance benefits. ^ 
And to look at the responsibility of parents. It is surprising to see 
that there are parents whose incomes are above $20,000 and 
$30,000 a year, where the parent will be covered by a health insur- 
ance policy and the children aren't. Maybe we need a little adijust- 
ment of personal values that the committee could foster through 
some adjustments to the Tax Code. 

Chairman Stark. Mr. Coyne. 

Mr. Coyne. Nothing. 

Chairman Starr. Mr. Moody. 

Mr. Moody. Thank you. 

Ms. Rosenbaum, do you think that our priorities of allocating 
scarce health resources are out of whack with respect to people's 
ages? Do you think we should concern ourselves more with need 
and less with age as we distribute our public resources, whatever 
they are, to people with health problems^ 

Ms. RosRNB/.UM. Well, fortunately, I think children are much 
cheaper to care for than the elderlv. The figure of $4,400 for the 
elderly compares to about $500 or $600 for children under Medic- 
aid, and that's the way it should be. Luckily most children need 
very little health care. 

So I don't know that the issue is whether our dollar level expend- 
itures are out of whack as much as that relatively speaking we 
have simply not made the kinds of investments in all the popula- 
tions that we need to make. 

We do have (]|uestions about the continued wisdom of having a 
mcgor segment m the American population, that is families with 
incomes well above even 200 percent of the Federal poverty level, 
who receive virtually all of their health insurance coverage for 
nothing through a completelv employer paid plan while there are 
Americans who are poor and near poor who have neither the em- 
pk^ er paid plan nor the resources to get into a plan if it is offered. * 

If I were going to target areas of inequity now, I think that 
would be the first target. 

Mr. Moody. You are talking about employer paid plans. I would 
like you to focus on just government resources. Let me make two 
points. 

One is that you said that children are much cheaper to take care 
of, which absolutely is true, and the other corollary is that you get 
much more health care for the dollar by investing in a child, than 
you do someone who is 85. 

So it is a high return investment if you want to look at it in in- 
vestment terms. 

Ms. RosENBAUM. Right. Right. 

Mr. Moody. I will repeat my question. If, on terms of public re- 
sources, not employer resources, but Government resources, do we 
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need to reallocate in any way the current mix of our scarce health 
care resources by age groups? 

Ms. RoSENBAUM. The reason I raised employer paid plans is that 
because Alan Enthoven has estimated that the Federal Govern- 
ment alone loses about $50 billion annually in tax revenues be- 
cause employer paid insurance premiums are nontaxable. 

And so, in thinking about children's policy, we look at both tax 
expenditures and direct expenditures. And m my opinion, there's 
no question that neither through tax expenditures nor through 
direct expenditures has this Government invested adequately in 
the heal^ of its cUldren. It would be very inexpensive to do so. As 
I indicated, it would cost relatively little to close children's health 
care gap, not because there are very few children who are affected. 
IndeM, there are millions of children who need assistance. But 
children are relatively inemensive, and as you have pointed out, it 
not only is inexpensive to bring their health care access up to an 
adequate standard, but the return to the nation is fantastic. 

You really cannot have a work force 25 years from ^ow com- 
prised of children many of whom began their lives as unhealthily 
as they are right now and expect to have the kind of taxpaying and 
governmental supports back from the child population that we are 
all going to need. 

So I think it is not just a matter of children staying well for a 
little bit of money, but the country staying well for a little bit of 
money. 

Mr. Moody. The answer to my question is yes. 

Ms. RosENBAUM. We need to mvest more. 

Mr. Moody. So the allocation is out of whack in the sense that 
we have not distributed — those scarce public resources — across age 
groups in a way to maximize the benefit to the nation. 

Ms. RosENBAUM. I think we simply distributed less, relatively 
speaking at this point, less to children than they need compared to 
the amount we have distributed to other age groupb. However, it is 
difficult to say because the other age groups dollar needs arc so 
much greater. 

Mr. Moody. Do you want to give me your thoughts for a second 
on the moral justification of spending money on people merely be- 
cause they are elderly as oppcMsed to oeing in any other age brack- 
et? 

Ms. ROSENBAUM. Well, I began life as e legal services attorney 
for the aged. I spent a lot of my early years as a lawyer appalled at 
the conditions under which many of my clients lived. 

Many of them were elderly people who as young had had inad- 
equate health care. I frequently had clients who w^ra in their for- 
ties and fifties, but who appeared to be in their seventies and eigh^ 
ies. 

I think that what is immoral about the health care system right 
now is that we have a health care allocation plan, whether it's for 
the young or the old, that is not related to economic need or medi- 
cal need. It's related to where the person happens to work. It's re- 
lated to wher-* the person happens to live. It s related to the color 
of the person's skin. It's related to the person's ethnic background. 
It is not related to their need and ability to pay. And I think that 
that is unfair across age groups. 
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Mr. Moody. If we had to reallocate between age groups in order 
to be more target efficient so that we would meet the need more 
ouwtly, would you have any suggestions how we might do that— if 
there is only a fixed amount of medical resources in any given 
time? 

Ms. RosENBAUM. Well, I think the way we do that is to provide 
health care subsidies in proportion to people's ability to finance 
their own care. And, therefore, we would look to subsidization 
methods for aU age groups that are most in keeping with their abil- 
ity to contribute to the cost of their own care. 

There are segments of the American population that can contrib- 
ute, as Bob has mentioned, such as upper income families that, for 
whatever reason, have not bought dependent coverage for their 
children. There are a few of them. Fortunately, not too many, but 
some. 

And there are upper income elderly families who do not need 
completely subsidized care but could, for example, pay perhaps a 
higher mcome tax to underwrite the cost of their care, 

I tiiink our chief concern is simply with inequity by income 
status .-^ther than by age status. And because we have evolved a 
health financing system that depends on where one is employed in 
this country, which we have serious problems with 

Mr. Moody. Or if one is employed. 

Ms. RosKNBAUM. Or if one is employed. That has led to grave in- 
equities that extend through old age. 

Mr. Moody. Right. But if we focus for a minute on two age ex- 
tremes, two dependency periods of life, before 18 roughly and then 
over some age, 65 or whatever. We look at those end points in life 
when one is in the most dependent status. 

Do you think we are out of bounds on how we allocate our re- 
sources? I guess that is what I am trying to get at 

^ ^^^V^' It is sr hard to say, because when is the last 
year of life? Bob can give you an example of a thousand children 
who at the age of 2 mouths were in their last year of life. And we 
spent a lot of money on them. They are not different realiy from 
people who are 85 years old. We never know when the last year of 
life will occur. 

So it is a little bit difficult to make allocations on an age basis. 
We may raise medical technology questions or, as I have said, eco- 
nomic questions. But I think the age distinction is not a fruitful 
path to follow. I am not sure that it yields us the kinds of answers 
we need to reallocate scarce resources. 

Mr. Moody. Well, I didn't want to get off into the lost year of life 
iMue or those extraordinary expenses at the end of anybody's life 
obviously. And that can happen at any age. 

Ms. ROSENBAUM. Right. 

Mr. Moody. But, of course, the life expectancy of a young patient 
IS usually far greater than that of an old patient. 

It just bothers me that we are so negLctful of the children in 
terms of health care. 

Ms. Rosenbaum. It bothers me. 

Mr. Moody. Just because they are young. Because if they were 
that same person 60 years later, we .7ould be much more con- 
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cemed. And that seems to be an inequity. That is just my own per- 
sonal opinion. 

I thought I was looking for some resonance from you on that. 

Ms. RosKNBAUM. Well, it bothers us terribly that not all children 
have access to health care. And we think that this country can well 
afford it without, in fact, in any way impinging on legitimate 
income necessities of the elderly. 

Mr. Moody. Thank vou. 

Chairman Stark. Mr. Daub. 

Mr. Daub. Should wo tax the health benefit of a person who has 
a provided benefit through their employment? Should we tax the 
frmge benefit we call employer provided health insurance? That is 
a new source of revenue, right, as opposed to tax on State and local 
workers who aren't currently paying into the Social Security pro- 
gram, or an earmarked part of a cigarette tax, or a wine, beer and 
alcohol tax. Why don't we just tax the health benefit that young 
people are lucky enough to have? Would you agree that we should 
do that? That could be a new source of revenue which could put 
some eauity into the whole ^tem. 

Mr. Sweeney Well, there^s no question that that could be very 
tempting as a source of revenue. And then hopefully the resulting 
revenues could be redistributed within health care needs as op- 
posed to perhaps B-1 bombers. 

But I think there's some reverse English on that also. I guess 
any such proposal would certainly draw a lot of attention. 

More importantly, I think it would tend to cause the emplovee, 
particularly the lower income level employee, to want to cut back 
on the coverage that he would have so he would have less tax expo- 
sure. That could have a negative effect, particularly employees 
with dependents. 

And in our proposal this morning we have addressed that issue, 
where dependents are not covered, this occurs most frequently in 
the lower income levsl situation where the employee just can't 
afford to pony up himself the cost of covering his dependents. And 
frequently these group insurance plans, employer sponsored group 
insurance plans, will provide the insurance for the worker, but 
then it is up to the worker to provide for his children. 

We want to see that turned around. We want to see the children 
covered so that they can have needed necessary health care serv- 
ices available without the impediment of there being no resources. 

Your proposal might drive that the other way, and might encour- 
age more employees, particularly lower level employees, to remove 
coverage from their dependents rather than add it. 

Ms. RosENBAUM. I think that if you set the threshold for tax ex- 
posure at perhaps a different level from the level that we use for 
straight income taxes, and if you allow a certain amount of em- 
ployer paid insurance to be tax free in order to guard against 
downward notching, there is no reason not to examine the possiUli- 
ty of a tax on disproportionately generous plans enjoyed by upper 
income employees. 

I think that it is an important source of income. I don't know 
how much income it would yield onr^e certaii. fjafeguards were built 
into the system. But certainly if the Enthoven figures are to be be- 
lieved, I was shocked. And what he points to, among other things, 
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are the facts that not only do upper income employees have free 
benefits but that under ERISA self-funded plans even escape, of 
course, the premium tax system at the State level that might be 
used for pooling arrangements. 

Mr. Daub. Mother idea. Now, I don't subscribe to the taxing of 
the employee fringe benefits, to be perfectly clear, nor would I sub- 
scribe to uiis idea. What if we had a national sales tax, some kind 
of a value added tax at some point in the future? I assume most 
Members of Congress would want to exempt food and perhaps shel- 
ter—would we exempt health care, or might that be a debatable 
point? Should we put a sales tax on health care? 

I think we are trying to talk about ideas. It's easy, as we know 
on this committee, to talk about all the wonderful ways of doing 
things, and we all have a good deal of compassion. But we certainly 
want to see what we can do, and then everybody comes to us for 
the means to pay for it. And we have to kind of explore in a specif- 
ic way, not just generally what's good to do, but how to pay for it. 

What if we had a national sales tax? Should health care be ex- 
empted or included? 

Ms, RosxNBAUM. Before we have a national sales tax, there are 
other more progressive means of raising tax revenues. 1 think a 
sales tax may be the least attractive of all means of taxing Ameri- 
cans to try and generate revenues. 

Certainly Florida imposes the equivalent , of a sales tax on hospi- 
tal beds right now. I haven't seen the latest profit statements from 
Florida hospitals. But I don't think they have fared badly. Florida's 

Elan has other problems in how well or poorly it has distributed 
Bck to the health care providers the proceeds from that tax. 
But, inherently the bed tax was a means of getting around the 
ERISA problem. The more direct issue was what do we do about 
ERISA rather than a sales tax on hospital beds. 

Mr. Daub. What role do each of you see private insurance play- 
ing in this world of delivery of health care to people under age 65? 
I mean is there a place for private insurance any more or shall we 
just federalize the whole thing? What is your specific view, each of 
you, if you would, for the record? 

Mr. Sweeney. Well, my view is perhaps just at the pragmatic 
level that the private health insurance is very pervasive. Seventy 
percent of the children in this country are covered by private in- 
surance. 
Mr. Daub. That many? 

Mr. Sweeney. Yes, sir. Now, that doesn't speeik to the quality of 
that coverage. And that's why we are so encouraged to see Mr. 
Gradison and Mr. Stark moving ahead on their catastrophic pro- 
posal requiring catastrophic coverage in such plans. 

But it is a fact that the vast majority of the children are covered 
by some form of private insurance now. 

If I could speak a moment to the Florida tax, tax on hospital rev- 
enues—Massachusetts has a similar system in order to fund unre- 
imbursed care. 

If I were a mcgor employer in Florida or Ln Massachusetts who 
provided my employees with a good health care benefit pack- 
age 

Mr. Daub. Which is tax deductible. 



54 



51 

Mr. SwKRNBY. }fnnch is tax deductible. But then I get taxed 
again. In effect, that tax is built into the premiums I pay, that tax 
on the hospitala. I would feel a little uneasy about the fact that I 
was giving some of my compatriots in the business world a free 
ride where they are not providing health benefits to their employ- 
ees. I am providing health benefits for my employees and also 
taxed on the hospital utilization portion of those benefits. 

I think we can look hard at that question of those employers 
who, at this point in time, have not reached the social conscious- 
ness level to provide employees at least the mmiinuiTi package of 
health insurance. 

Mr. Daub. Last question, if you care to comment, and that would 
be should we federallv preempt insurance standards? Should v» e, in 
health, life, and accident insurance, get over this parochial States' 
rigL^ view and repeal McCarron-Ferguson, and set all the stand- 
ards for these things at the Federal level? 

Mr. SwBKNEY. My experience has been that there are some 
pretty bright folks out there in the States, in the insurance com- 
missioner's office and elsewhere. They are much more able to re- 
spond to 'ocal needs and local situations. 

I personally don't see that need unless 

Mr. Daub. Mr. Gradiion's bill will mandate federally the stand- 
ards that for certain kind of catastrophic care now that you are en- 
doi^ing. 

Mr. SwKKNBY. As I understa) i Mr. Tradison's bill, he is not tres- 
passing on the prerogatives of the St insurance commissioners. 
All he is 8a3dng to the employers, if you want to take this off as a 
business expense, you had better have catastrophic coverage. 

Now, the employer 

Mr. Daub. Tliat preemption is okay. We say no tax deduction if 
you don't provide this kind of coverage. 

Mr. Sweeney. Well, when I see a lot of young families in our in- 
stitutions with little babies that can cost anywhere from $25,000 to 
$250,000 for their care, yoimg families in the formative stage of 
their lives, and this proposal is going to come along and assist 
them with that terrible economic burden, I would say, yes, sir, I am 
all for it. 

Mr. Daub. I appreciate your answer, sir. 
I'm sorry. 

Ms. RosENBAUM. Absolutely. 
Mr. Daub. Thanks. 

Mr. Chairman, I appreciate the opportunity to examine two very 
good witnesses who have contributed a lot to our ^-ecord, and we 
appreciate your being here. 

Thank you. 

Chairman Stark. Mr. Donnelly. 

Mr. Donnelly. Thank you, Mr. Chairman. 

I lust have a couple of questions. 

Ms. Roeenbaum, in response to Mr. Moody's question, did I hear 
you say that vou favor the system of means testing or mcome relat- 
ing Medicare? 

Ms. RosENBAUM. I don't think the issue necessarily has to be a 
means test to Medicare itself I have never quite understood each 
time the debate gets framed that way. 
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I tliink that upper income, Americans, whether they were 72 
y^mrs old or 41 years old, should pay a higher income tax. If that 
money were dedicated in the case of upper income elderly back 
toward underwriting the cost of their Medicare benefits, that also 
would be acceptable to us. 

Rather than putting a tax on the actuarial value of the Medicare 
benefit itself, perhaps you might want to sliffhtly increase the tax 
rate for upper income aged just as you would want to increase the 
tax exposure for upper income younger Americans perhaps as a 
way to finance care for all Americans. 

I do not consider that means testing Medicare. I consider that 
simply taxing Americans in greater proportion to their ability to 
pay. 

Mr. Donnelly. What do you consider to be upper incoue? Can 
you quantify that? 

Ms. RosBNBAUM. Not being a tax expert, I would have to say 
from my vantage point it's one of those questions of knowing it 
when I see it. 

For example, speaking for myself, I wou! ^ consider my husband 
and myself upper income Americans. Our ncome is roiighly five 
times to seven times the Federal poverty level f ; a family of three. 

If somebody said me, Ms. Rosenbaum, you may no longer have 
$3,300 worth of health insurance free, and we are ^oing to treat 
$600 or $800 of the amount that my employer is paymg for my in- 
surance as a taxable event so that I paid an extra amount in 
income taxes, this would not be unfair. 

And if you then told me that that amount was going to go to 
help someone whose income was my exact tax money at the Feder- 
al poverty level or below, to buy him or her medical care, I would 
say fine. 

Mr. Donnelly. The issue is that we have an enormous amount of 
health care needs on our plate with an enormous cost vdth very 
limited ways to pay for them unless you make sul^tanticd dianges 
in last year's tax reform bill. 

I guess the point that I am getting to is that it is almost a fact 
that we will have to relate some ability to pay into our health care 
system so that we can take care of all those needs 

Ms. Rosenbaum. Exactly. 

Mr. Donnelly [continumg]. Without the Medicare program con- 
tinuing to just expand on a random basis. 

Now, one of the potential problems with that approach, of course, 
are the Medicare clients and the organizations that represent 
them-^cr claim to represent them — who are insistent that there be 
no ability to pay put into that Medicare system. And we need to 
build some sort of consensus around the issue — or at least some 
flexibility on the part of some folks around the issue— that there 
are people in this country that aren't receiving basic health care 
benefits, that aren't receiving the basic health insurance, but there 
are those that, because of their personal finances and circum- 
stances, are very well protected and that the Grovemment is subsi- 
dizing. 

Ms. Rosenbaum. No. But we take exactly the same position. 
That's why I havo stressed that we would take exactly the same 
position for younger upper income families wherever we ultimately 
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decide to set the income threshold. The issue of whether well-to-do 
families in any age bracket should, through a progressive income 
tax system, contribute in greater proportion toward the cost of the 
governmental benefits they receive, either through the tax expendi- 
ture system or through the direct expenditure system as in the 
case of Medicare is an issue that I think CDF has developed a clear 
position on throi^hout our work on tax reform. We would view 
this as an extension of the same tax reform discussions. And we 
make no age distinctions whatsoever on that issue. 

Mr. Donnelly. Mr. Sweeney, what percentage of uncompensated 
care do the hospitals in your organization provide? The children's 
hospital. 

Mr. Sweeney. Yes. Yes, sir, and if you will grant me a basic 
premise that State Medicaid programs are basically marginal 
payers, then the uncompensated care in children's hospitals can 
run anywhere from 10 to 15 percent of total revenues. 

Around the country we have many situations where the Medic- 
aid programs do not meet even ^ost of providing services to chil- 
dien. Tliey limit the nTunber of tlays of care for which they wi!' 
pay, or they will limit the payment. And, of course, under the law, 
there is no other recourse for the institution. They are not allowed 
to seek payment from those patients. 

So, on the basis that Medicaid is frequently a partial payer, the 
range of uncompensated care is going to run from 10 to 15 percent. 
In a slogan that was used a year ago, we talked about dispropor- 
tionate share. Children's hospitals' disproportionate share eouals 
that of the public h ispitals— 35 percent of their patients are trom 
the so-called disproportionate care category. 

Mr. Donnelly. But you're running on a nationwide average be- 
tween 10 and 15 percent? 

Mr. Sweeney. Yes, sir. I will verify that figure, and if I'm off, I 
will correct it. 

Mr. Donnelly. I would appreciate that. It was substantially 
higher than the national average for all other hospitals. 
Mr. Sweeney. Yes. 

Children's hospitals, serving a tertiary regional center function, 
very frequently get the most extreme cases, or they get cases who 
have gone throiu^h a whole course of treatment elsewhere, and then 
are referred to the tertiary center. 

Coincidental to that, any insurance benefits, such as they may 
have had, may xiave been used up. 

Mr. Donnelly. Mr. Chairman, we have a real problem dealing 
with the data on uncompensated care because there are no set na- 
tional standards. But if you could exclude and take out the chil- 
dren's hospitals and the public hospitals' uncompensated care, I 
would like, for the record, what the percentage of uncompensated 
care has been in the last fiscal year provided by all other hospitals 
within the system. I think that would be an interesting statistic if 
we could have that for the committee, unless you have it, Mr. 
Sweeney. 

Mr. Sweeney. Of course, it is a misnomer, Mr. Donnelly. There is 
no such thing as uncompensated care. There ain't no free lunch. 
Somebody pays. 
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Mr. Donnelly. Yes, I understand that. But at least for the 
jargon of the Federal bureaucracy. 
Mr. Sweeney. Yes, sir. 
[The following was subsequently received:] 
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Children' 



3 Hospitals Disproportionate Share 



and Uncompensated Care 



Source: 1985 AHA Annual Survey of Hospitals 
Compilation: NACHRI, March 1986 



Disproportionate Share : 



Bad Debt & Charity Care (% of Total Charges) » 6.4^. 



Medicaid (% of Total Charges) 



25.6% 



Total, Disproportionate Share 



= 32.0% 



Uncompensated Care : 



Bad Debt ana Charity Care = 6.4% 



Medicaid Losses* 



6.9% 



Total, Uncompensated Care « 13.3% of total charges 



* Formula for Calculating Medicaid Loss: 

o Medicaid payment > 56.7% of hospital charges or 73.0% of 

hospital costs of care, 
o Medicaid activity « 25.6% of total charges, 
o Medicaid loss In terms of children's hospitals' costs (not 

charges) • (100% - 73%) x (25.6%) > 6.9%. 
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Mr. Donnelly. Thank you, Mr. Chairman. 

Chairman Stark. Mr. Fickle. 

Mr. Pickle. Thank you, Mr. Chairman. 

I may be asking something that you have already answered, but 
if eitbsr of you can give me an overall position, I would like to herr 
it. 

Are you recommendinc catastrophic coverage for everyone undei* 
65 or just women and children? And if so, how would you recom- 
mend we pay for it? Are you suggesting to us what the cost will be? 
Have you all mentioned that, about how you would fund either ap- 
proach? 

Mr. SwEENEW Sir, as mentioned, of course, there is no Medicare 
hook on which to hang the solution for children. Children are not 
presently covered except for those with end stage renal disease. 

So our sense is it needs to take a variety of approaches to deal 
with t! * catastrophic illness expense needs of children. 

First and most directed, is the legislation before this subcommit- 
tee, H.R. 2300, which would make available catastrophic coverage 
for the 7C percent of America's children who are covered by some 
form of health insurance. Beyond that, we see a definite need for 
strengthening and leveling up of the various Medicaid programs 
around the country. 

And as you know, Mr. Pickle, in some States Medicaid is better, 
meets more comprehensively the needs of poor people than it does 
in oth^r States. So that would move considerably towards protect- 
ingthose children who are not in the private sector. 

Third, working with a coalition of health organizations here in 
town, we have come up with proposal that would create a cata- 
strophic fund to be run by the maternal and child health program 
in the Department of Health and Human Services, with a very 
high threshold so it does not encourage employers to cut back on 
their protection, but would help those families who have extreme 
high cost care, particularlv of infants. 

Mr. Pickle. Well, you nave discussed some of the needs in the 
various categories. 

Mr. Sweeney. Yes, sir. 

Mr. Pickle. What do you estimate the cost to ba, and how would 
you pay for it? Are you recommending taxing the value of benefits? 
Are you recommending shifting the poverty level up or down? 
What is the poverty line. 

How would you get the funds for it? 

Mr. Sweeney. The funds, of couree, to add catastrophic protec- 
tion for the 70 percent of children covered by private sector insur- 
ance would generate from the private sector. That would be in 
effect an added cost of doing business for businesses that now pro- 
vide iiisurance benefits for their employees and thei** dependents. 

Mr. Pickle. Are you recommending that the employers have a 
health program of their own that they would pay for? 

Mr. Sweeney. Yes, sir. We have further recommended that all 
employers be required to provide a minimum package of health in- 
surance benefits for their employees. 

We are the only industrialized nation in the world that doesn't 
insist on that, particularly in the case of children. And it's interest- 
ing to note for those who say such proposals will make us noncom- 
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petitive in international trade; it's the very nations with which we 
are havmg the difficulty in international trade which have re- 

amred this sort of protection for their children for years. Maybe 
ley have healthier workers as a result. Maybe that's why they 
can compete more effectively. 
Mr. Pickle. You may be right. 
Mr. Sweeney. Yes, sir. 

Mr. I^CKLE. Who knows? I am trying to get at what you are rec- 
ommending and the cost involved. 
Do you have anything to add to? 

Ms. R06ENBAUM. No, other than to underscore that because of 
the pluralistic nature of financing for younger families, there are 
going to have to be pluralistic revenue sources and remedies so 
that the employer protections that H.R. 2300 embodies woulH be 
jmid for by employers, and they would get, of course, a tax dt ac- 
tion. We would pay out some tax dollars I assume for the added 
benent. 

We think that when it comes to enhancements in public pro- 
pams for mdividuals who don't have access to employer provided 
insurani^, we need to look to both general revenues and some new 
source of revenues. And one new source of revenues might be a 
small tax on some portion of that portion of the employees health 
insurance benefit ban an employer pays. That's not so much 
taxing the value of the benefit as taxing income that passes from 
the employer to the employee, but never shows up in the employ- 
ee s pocket because it goes directly toward the purchase of health 
insurance. 

If some small portion of that income were made a taxable event 
tor upper mcome employees, it might well yield enough money to 
™ 1^^® P^olic insurance improvements we need, as well 

as offset the lost tax dollars thro»igh improvements in employer 
coverage. *^ 

Mr. ftOTLE. One approach you would take would be to tax the 
value of benefits sunilar to the approach this committee had for 
financing the present catastrophic bill which we decided against. 
But you would go back into that ar3a to a limited extent? 

Ms. R0SBa;rBAUM. Yes. And again I don't, considering that taxing 
the value of the benefit as much as taxing some of the income that 
goes into secunng the benefits. 

^ In the case of younger workers, younger people who are upper 
mcome, it is clear where those dollars are. In the caze of older 
Americans, it may mean a slightly higher income tax for upper 
income aged persons. 

Mr. PiCKL£. I thank you, Mr. Chairman. 

Mr. Donnelly [residing]. Mr. Chandler? 

Mr. CHANDL2B. Thank you, Mr. Chairman. 

I have no fluesiions for the panel of witnesses here, and I thank 
them tor their testimony. I think I do understand their position. 

It 1 joiUd, Mr. Chairman, I would like to insert into the record a 
question for Mr. Crandall, from American Airlines. I, unfortunate- 
ly, could not be here for this testimony. The staff has indicated 
that they would send those questions to him and he could respond 
for fhe record. 

Mr. Donnelly. Without objection. 

C 
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Mr. Chandler. The presentation that Mr. Crandall made said 
that he would approve or would like to require employers to pro- 
vide basic health benefits for all employees and retirees. The sug- 
gestion is, he says, not so much one of compassion or concern for 
health needs but one of competition between airlines, which I find 
to be rather interesting. And he says that from a point of view of a 
competitor of Continental Airlines, which is a subsidiary of Texas 
Afa*, he says they used bankruptcy to reduce their labor costs in ♦ 
half, and quoting him, "You don't have to be a business genius to 
figure out that when a company has labor costs twice that of a 
la^er competitor something has to give." 

we may at some time find that we need to mandate health in- * 
surance benefits for employers. I am ready to concede that. Howev- 
er, I am wondering if Mr. Crandall isn't suggesting something here 
that could lead eventually to more than what I think he has in 
mind. For example, what would be the effect on the hecdth of 
Texas Air and its ability, not just to compete, but to survive, if the 
Congress of the United States required not just minimum health 
benefits but retiree health benefits? 

[The response follows:] 

If Texas Air were to be required to provide basic health benefits for its employees 
and retirees, there would be no adverse impact on the health of that company, nor 
on its ability to compete or survive. The reason is that other airlines alreadv pro- 
vide those benefits, so Texas Air would not be placed at any competitive disadvan- 
tage. 

Mr. Chandler. Second, is it not the case that when one compa- 
ny's compensation package is superior to another's that that com- 
pany then has an advantage when it comes to attracting quality 
employees, which then would, in turn, pro\dde them with superior 
service and a competitive advantage? It doesn't seem to me that 
price is everything here. 

[The response follows:] 

It is true that companies with an enlightened approach to basic health benefits 
can attract higher quality empl<^ees than companies that place a lower priority on 
employee health. It is also true that higher quality employees provide superior serv- 
ice. You should not, however, underestimate the power of low prices. Eastern Air- 
lines' load factor— the percentage of seats that are sold— continues ' ) compare fa- 
vorably with the industry average despite that company's repressive policies 
with respect co employee wages and benefits. ^ 

Mr. Chandler. Also, if we find that by . mandating employer 
health benefits and redree health benefits that we have now made 
Continental's wage or labor costs a quarter or three-fourths of what 
American's is, then should we go the rest of the way and mandate » 
that thCT raise salaries to the same level, so that there would be 
this perfect level of competition? 

I am being rhetorical here, I realize, and perhaps even argumen- 
tative. But I think that if all that is involved here is competition 
between airlines and that mandating health benefits for workers 
and retirees is simply intended to bring about greater or more level 
playing fields, then I think we are heading down the wrong path. 

If it will result in superior health care for the employees of both 
those airlines, then I am willing to think rN,ut it; but not on the 
basis of trying to bring about competition between those in the 
marketplace who if they really took one another on, might well do 
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petMw**^ *° Congress get involved in making them com- 

(The response follows:] 
-.j*.-^ ^i^*** difference between mandating basic health benefits 

M involved here. We are talking about the need of every person in the United States 

v^.'^^.f^JSnf" '^Hh^l ^^^y to P"'"^^ t which I thiiTvE. 
vate sector, employeMponsored plans. The competitive issue arises herTberaSe 
wmpanies that pnmde these very expensive benefits have no ch^but to «xSSd^ 
duniMtang tfiem rf that IS the only way to remain cost competitive with wmZiw 
that place a low priority on employee welfare. v«iiij«ni« 

Chmrman Stahk. Any other members care to inquire? If not, I 
WMit to thank the panel very much for their help today. 

Our final witness is Mr. Robert Patricelli, the chairman of the 
Health Care CouncU, the United States Chamber of Commerce 

Welcome to the committee, Mr. Patricelli. You may proceed in 
any manner that you are comfortable. ^ ^ 

STATEMENT OF ROBERT E. PATRICELLI. CHAIRMAN, HEALTH 
CARE COUNCIL, UNITED STATES CHAMBER OF COMMERCE AC 
COMPANIED BY iAMES A. KLEIN, MANAGER, PENS™ANd' EM- 
PLOYEE BENEFITS 

Mr. PATMosm. Thank you, Mr. Chairman, and members of the 

^r^JSf >^r."° ^^*"?f^**o^ *™ ^^^^ representing the U.S. 
Sf?fe- f .p9™™f«» Health Care CouncU today, which I share, 
and I thmk it is relevant to note that I, personally, in the past had 
S^hrir"i''°*?r"** with health poUcy and health business in 
both the Federal Government and the private sector. I am joined 
tortav by Jim Klein, the manager of pension and employee bene- 
ntt w the chamber. ucuc- 

My purpose, Mr. Chairman, is to be constructive today and trv to 
be helpful to this committee, and I am prepared to discuss broadly 
the issue of mandates with you should that be your interest. But 
let me at this point summarize, I hope briefly in a few points, my 
t^imony, which I hope you have had the opportunitv to read. I 
will do this m just seven points. 

r^IiPh '^iastfophic insurance is clearly desirable. Indeed, it is 
probably the beat function of insurance, to protect against last- 
doUar as opposed to firstKiollar-tvpe costs «b » lasi 

Second, our private employer-based system has been moving rap- 
idly to incorporate catastrophic-typvi coverage through stop-loM fea- 
J.' Peiyent of covered employees had coverage as 
presented by this bill, up from 79 percent sinc!^ -ust 
Sl- J ""™ber IS probably well over 91 percent by now. 
Third, It IS therefore tempting to say let us plug this last little 
f^fn^^ vl'^L^ * ^ very expensive; surely, if necessary, 

-Twu^^^r*" "V"®^ the employer'^s benefit plan; 

and with the bUl s exclusion of employers with less than 20 employ- 

w^' ust*°u it? * "^"^ employers anyway, so why don't 

l4urtE, why, then, is the chamber prepared to oppose this bUP 
The answer to that is because Congress is starting down the same 
road now that the States have trod in erecting an array of benefit 
mandates m a manner I believe that is costly, duplicative, and re- 
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flective of piecemeal policy making. And I want to take these 
points separately. 

Tho fifth point is that mandates are costly. There are now 640 of 
them >ughly at the State level, some of which, by the way, do 
mand j catastxophic coverage. For a multistate employer, this 
presents an expensive aoministrative burden and witliin any one 
State for a smaller employer, we have now the catch-22 effect of 
discouraging employers, particularly small employers, from carry- 
ing insurance at all since all of these benefit mandates raise the 
price to play. 

And studies have shown that the actual cost of treatment in 
mandated benefit categories is higher in States with such mandates 
than in States without. Costs cannot be ignored. 7<abor costs are an 
important factor in terms of job creation and in the international 
competitiveness of this country. 

Sixth, Federal mandates at this time would be duplicative. States 
regulate insurance, not the Federal Government; and you already 
have a tremendous array of State benefit mandates. Are we now to 
replay the same scenario at the Federal level with a system of 
overlapping mandates as the Congress develops a special affection 
for one or another particular piece of benefit planning? Are we to 
develop a system of what amounts to Federal minimums for State 
benefit mandates? 

And this gets me to the seventh and the last point: What is our 
policy? What is our health care financing policy? Is it a Federal or 
State system of r^ulating insurance? Who will r^ulate HMOs? 
Who will regulate PPOs? What about ERISA? The Congress ex- 
empted self-insured plans from State mandates and the curious 
result is that these State mandates produce costs and complexity 
that now falls most heavily on small employers. Those very em- 
ployers who should be encouraged, not discouraged from offering 
coverage. 

So, Mr. Chairman, I urge you not to go farther down this piece- 
meal road and using riders to "must" bills to get enacted individ- 
ual Federal benefit mandates, but instead to launch a fullnscale 
review of the issues surrounding the uninsured and the under in- 
sured in the workplace and the concomitant i5^ues of gaps in the 
cover ^ige of the Medicaid program. 

The chamber is doing this itself and has launched such a study 
of gaps in coverage, and we would be very pleased to join you in 
supper ing such an effort by the Congress. 

Thank you. 

[The prepared statement follows:] 
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on 

C&TASnOPHIC ILLNESS IHOIECTION FOR 
TOE POPULATION UNDER AGE 65 
before the 
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of the 
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by 

Robert E. Betrlcclll 
Mey 12, 1987 



Mr. ChAlrMD and aeabere of the eubcovlttee, ay neae le 
Robert R. Petrlcelll. I mm Preeldent of VelueGerc, Inc., e Mnegcd hcelth 
cere co«p«ay, heedquertered in Connecticut* It le eleo relevant to note that 
in the peat I have eervcd ee heed of CIGNA Corporetlon*e health cere coapanlee 
end ee Deputy Under Sccretery of the U.S. Oepertaent of Health, Education and 
Velfere froa 1970 * 1971. I urn eleo Chaliaan of tbe U.S. Chaaber of 
Coaaerce*e tealth Gere Council, and I u pleaeed to eppear here today on 
behalf of the Chaaber to dlecuae ceteetrophlc lllneee protection for the 
populetlon under ige 65 and, epeclf Ically, the ** Ceteetrophlc lllneee 
Ezpenae Protection Aaendaante of 1987" (H.R. 2300). Accoapanylnf ae le 
Jeaee A. Klein, Nanager, Benalon and bployee Benafite for the Chaaber. 

In brief, tbe Chaaber eupporte tbe present eyetea of voluntery, 
nondiacrialnatory, private-acctor aaployec health care benefit plane, which 
can vary la accordance with the naede of caployere end caployece. Ve oppoee 
federal or etete govemaent requireaente aandatins plan deeign or f inane ins f 
whether eppliceble to inaured or eelf-ioaured plane, beeauee they liait 
flexibility end relee coete. Furtheraorc, if Congreae decidee to eaberk on e 
departure froa thle eyetea* feimeee to all effected partiee deaende that 
there firet be e thorough poUcy ' .^te with the objective of evoiding 
pieceaeel aandatee end the doublxng-up of federal end etete requireaente. 

The Succeee of the Voluntery Heelth Cere Financing Syetea 

Aaerlcan buaineeeee provide health cere coveregc to M2 ailllon people, 
which repreaente 8A percent of the totel privet e health cer%. coverege in tbe 
nation. In 1985» the total health care axpendituree of Aaerlcan bueineeaee 
wae il05 billion. That eaount doee not include the edditional portion of 
public health expendituree thet bueineeece, ee tazpeyere, helped to finence. 
Ible prlvetely financed health benef Ite eyetea bee peraltted Aaerien heelth 
care to becoae thi beet in the world — driven by oluralietic and coapetitivc 
forcee retber than being conat reined by tbe reguletion and bureeucrecy of 
national health ineurence. 

In recent yeare, there bee been increeeed ettention peld to the real 
problea feced by alllione of Aaericane who lack health cere coverege under 
hie privetely financed syetea. The Eaployee Benefit Reeeerch Inetitute 
report e thet of the epproxlaetely 35 allllon Aaericane without health cere 
coverege perhape 19 alllion ere people who hold Jobe end eeveral alllion eore 
ere the deperJente of worker e. Ihie problee ie eepecielly true within the 
■aall buaineee eector. The U.S. Saall Buaineee Adalnie tret ion reported that 
in 1983> 39 percent of buelnceeee with fewer than 25 eaploycee had health 
coverege, coapared to 85 percent of fiiaa with aore than 500 eaployeee. 

The Chaaber eharee thie growing national conr.em over the uninaured and 
it coMitted to finding waye to extend privete, voluntery coverege without, et 
the eaae tlae, eo increeeing lebor coete that Jobe ere loet. 

The ieeue of ceteetrophlc illneee expenae protection for individuale 
under ege 65, ee eddreeeed by H.R. 2300, doee not, however, deal with the 
"uninaured" population. Rather, it xeletee to the "underinaured" — thoee who 
beve eoae eaployer-provided heelth coverege, but not e certein level of 
ceteetrophlc protect iOL. The provieione of H.R. 2300 do not require e coapany 
to offer heelth cere coverege. However, if the bill ie enacted, eny bueineee 
over e cervein eixe thet doee offer coverage would have to provide e 
preecribed ceteetrophlc protection feeti in order for the flra*e health care 
exp<!naee to be deductible. With thle jIU, elong with the COBRA provieione 
enected in 1985, the Congreee threatene to etart down e road of benefit 
aandetee elready wall trod by the etetee. „ 
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The C^owvh of 8f fHtondated Bcne*lf 

Decudta of le^xtUtlon aad cMe Uw have cle«rlj etttbllthed that 
Insuranr^ la rcgulatad at tbe atate, not federal, level* Hlatorlcally, 
v«rioMa group* have Wocated BlolMm rcqulreaeota for benefit levela, 
eleaeota of corcraga, ? rulea for ralBburaeaent for particular categorlea of 
health care provide ra. 

Under thla prcsaure, all atatea have roacted aaiidated health benefit 
provlalona. Typlcallr, tbaae aaadatea Include eztenalona of eligibility for « 
coverage to varloue claaaea of bencf Idarlea, or requlreaenta for health plana 
to cover treataent for alcohollaa, drag abuse, or aental problcaa, or 
raleburaeaent for treataent hf particular health profeaalonala. Iheae atate 
aaadatea aov nuaber well over 600. A chart Hating tha varloua atate Mandated 
beneflta la abom In the appendix to thla atatcaent. 

e 

The proliferation of atate aandated lava haa undoubtedly ralaed health 
care coata for bualneasea. Indeed, atate aandated beneflta have encouraged 
many co^ianiea to aelf^naura In order to gain tha protection of the bployee 
Retlreaent Incoae Security Act of 1974 (ERISA) agalnat theae aandated coata. 
Regrettably, aaall eaployera. vblch are not able t^ aaauae the rlaka Inheren:: 
In aelf-inaurlng , face higher health care ezpenaea In providing coverage 
through traditional Inaurance producta. Ihia exacerbate a the probleaa aaaller 
coapaniea face In providing coverage to thalr eaployeea. 

Ihe exceaalve burdena lapoaed by nandati ?neflta have led at leaat 
five atatea, Arlsona, Nebraaka, Orctgon, PennaylVteOia, and Uaahlngton, to adopt 
benefit evaluation aechaniaaa to aaaeaa the c9atA>eneflt trade-off a of atate 
aandated health beneflta. 

Ihe Crwth of Federally Mandated lenef Ita 

Until vfry recently, the trend toward aandated health benefit reaalned 
largely a atats law phenoaenon. For decadea, the only beneflta that eaployera 
ware requires by federal law to provide were Social Security, uneaployaent 
Inaurance, and vorkers* coapenaatlon. Indeed, the phlloaophy of ERISA waa to 
preeqtt atata aandataa and to avoid erecting fdcral requlreaenta In their 
piece. 

That phlloaophy began to change with the enactaent of the Conaolldated 
Oanlbua Budget Reconciliation Act of 19S5 (COBRA), which contained provlalona 
requiring eaployera to continue to aafce available health care plana to varloua 
categorlea of ioraer eaployaea and their faaily aeabera for perloda ranging 
froa 18 to 36 aontha. Ihoaa "continuation of coverage* provlalona were 
attached to the reconciliation aeaaure with virtually no Congreaalocal 
dlacuaalon. 

Although the continuation of coverage under COBRA la nade available at 
the beneficiary* a own azpenae, alaply coaplylng with COBR> la an 
adalnlatratlve burden for aany coapaniea. Moreover, the likelihood that thoae 
Indlvlduala who are the aoat frequent uaars of health care coverage will be 
the Boat likely to continue chat coverage~vlth the cooaenaurate Increaae In 
inaurance prealuaa due to the adverae aelect Ion— bailee the clala that COBRA 
Involve a no coat to eaployera. The fact la COBRA and other federal 
coat-ahlttlng to bualneaa have been a powerful Incentive for coapaniea to 
dlacontlnue or reduce health care or other eaployee beneflta. 

H.R. 2300 ^ 

Now, the bualneas coaaunlty la faced with the worat-caae acenarlo: 
lapoaltlon of both atate and federal pleceaeal aandatea. Deaplte aaaurancea 
to the contrary^ H.R. 2*^00 la a aandated benefit aeaaure for all practical 

purpoaea. If a coapany wanta to provide health care coverage to ita eap'oyeea ^ 
on a tax deductible baaia (and» aa we noted earlier, aoat coapaniea do), a 
preacrlbed level of cataatrophlc coverage auat be Included. 

Aa a practical aatf , aoat eaployera offering health coverage already 
are providing the la\^l of cataatrophlc protection aought under H.R. 2300. 
Tlie Health Inaurance Aaaoclatlon of Aaerlca reporta that In 1984, 91 percent 
of tha Indlvlduala covered by coeaerclal health plana had eaployee expenae 
llaita of 12,000 or leaa That percentage la up froa 79 percent of the 
covered Indlvlduala In 1980. 
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It iMM fftlr for tb« bualMia co—inlty to qutatloo tha otcd for 
laglalatloD «h«o aoat tsplorMa vlth h*Alth cwfgm protect loo olrcAdy Iwv* 
tba protactloo Urgatad hj thla bill. Ona c«o aaauM that at Icaat aoM of 
tbt aaployaca who do not haira a llalt of 12,000 for out-of-pockat cxpeoaaa dr 
hava aoM cataatrophlc covaraga but vlth a highar atop*-loaa laval. Oaa cao 
alao aaaoaa that at laaat aoaa hava aora ganaroua baoaflta In a oaa other 
raapact. CLaarly, aoae aaployaaa with baalth cara covaraga do not hava any 
cataatroiAic coraraga. Howavar, tba pravloualy cltad Htalth Inauranca 
Aaaociatlon of tearlca data shova that that group la aaall and getting 
■aallar. A fadaraX aaadata hardly Maaa called for to aolve the raaalnlng 
probla«, eep«clall7 elnce the axduilon of flraa vlth fever than 20 eaplC7eee 
probably aiaapte aoat of tba uaderlnaurad vlthout ceteetrophlc coverage. 

Our objection to thle bill llee not priaerlly In Ite dlract econoalc 
lapact. elace reletlvely few bualaaaaae vould be effected and Ite coat could 
be ebaorbad through raductlooa of other banaf Ite vhare oaaded. tathar. ve ere 
concerned bacamt the bill follova the precedent of COBIA and aate the etagc 
for e ayataa of fade rally-dictated health plan provlelooe that overlap already 
burdanaoM etete dlractlvee. Ve have Men other recent evidence of thle 
trend. Bafora OOHA even went into effact laat year, the Acceee to Health 
Cera Act legleletlon, H.R. 4742, vae Introducad, and thle eubcoaalttae held e 
hearing oo tba bill vhlch vould have required bueloeae directly to pay for 
four aontha of health coverage for foraer caployeae. That bill eleo would 
hava diraetad tba etetee to eeteblieh rlek . H>le for the aadlcally unlneureblc 
population, vhich vouxd have bean eubaldleed. In part, by eaploycre. The 
Chaabar le very concerned ebout thle pleceaaal epproach of faderal 
rcetrictlona on health plana, vhich era not being conalderad agelnat the 
broadar background of coatly etate aandatad raqulremnte. 

Frenkly, Congreee le etertlng down e treck of faderallslng health 
Inaurance regulation and defining e aandeted prlvete national hcelth Ineurencc 
plan. If that le the logical end point of thle trend, let ue confront end 
debate It now, retbar than getting there pleceaeal. 

Finally, vlth regard to H.R. 2300, ve note e great deal of concern vlth 
the poaelble proceee by vhlch the bill say ba conelderad. lha rourka 
eccoapanylng the Introduction of the bill Indlceted that the Intant of the 
epoaeore *e to find en epproprletc legleletlve vehicle tc vhlch H.R. 2300 cen 
be etteched. Ihle euggeete that once egeln en laportant eaployec bane f Ite 
■eaeure vlll becoae en eppandage to e aorc coaprehanelve bill, euch ee e 
budget reconcllletlon aeaaure. Vhlle va coaaend the aubcoaalttac for holding 
hearlnge on thle bill today, we «uet etete the (haaber'e uitegorlcel 
oppoeltlon to thie aceeure balng included In eoae generel coaprchenelve 
laglalatlon. Such e procedure doee not paralt the dellbe itc, coneldcred 
JudgMut of Congreee to ba brought to baer on en laportant hcelth policy 
■atter. 

One of the blggeet object lone to COBKA that the Chaaber hee heerd froa 
Ite aeabere wee that their eblllty to effect the declelon of tbclr aeaber of 
Congreoe on the leeue wee thwarted by the aanner In which the aeeeurc wae 
coneldered. 

If the purpoee of H.R. 2300 le laportant enough to enact Into lew, than 
we believe that It le laportent enough to have a ^.ttparete aark-up by the full 
CoMlttee on Weye end Keene end the Coealttee on Finance sod eeparete votee In 
both houece of Congreee, eo that lemekere and the public both are ewere of 
whet le being conelderad. 

Alternative Methode to Expand Ceteetrophlc Illncee gipenee Protection 

Vhlle the Chaaber le concerned ebout the acthod of eztcodlng 
ceteetrophlc coverage euggeetad by H.t. 2300, we ehare the aubcoaalttee'e 
concer.' over the Tack of thle type of covered e for aaqr Aatrlcene. 
Accordingly, va euggeet e fev eltematlvee. 

Firet, for the populetlon under ege 65 that haa eaployer-epouored 
heelth coverege, but eot ceteetrophlc coverege, there le e need for the 
Ineureoce laduetry to vork aora eggreeelvely to offer Inaurence prodacte that 
vlll cloee that aaall but very raal gap la coverage. For ezaaple, vlth better 
educetloa oa the laportaace of ceteetrophlc expaaae prr ^ctloa, eaployere ead 
eaployeae aay ba encouraged to forego other leee crltlcel forae of coverage le 
fevor of ceteetrophlc protectloa, without Mklng tba coverage too empaaalve 
for the employer to offer. 
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Second, for tha working population without any health coverage, renewed 
conaideratlon mat be glTen on hov to proTlde protection a»alnat tha aoot 
cataatrophlc financial expenaea. Ona alternative might bv . ^^aitad 
praMptlon of atata undated benefit lawa that would perMt inauranca producta 
to be aold that woild provide juat cataatrophlc coverage or baaic coverage 
plua a caUatrophlc feature— and not tha apate of other benaflta raqulrad by 
atataa. Such an Inauranca policy llkaly could be conalderably aore affordable 
and aubatantlally Incrtaaa tha likelihood that bualneaaaa not currantly 
providing coverage to enployeea sight begin to do ao. 

Third, indlvlduala who cbooaa to forego health coverage mat be 
educatad about the laportance of obtaining it eltner through individual 
Inaurance polldaa or froa eaployara where It la avalUble, For exaaple, 
younger Indlvlduala, auch aa college atudanta or thoae entering the work 
force. Bay not perceive a need for health coverage bacauaa of their excellent 
health. Ihey auat be encouraged to obtain It, If they era able to do ao. 

Plnally, aa alwaya, there la a proper role for the public aector In 
■eating the necda of thoae who are not covered either by eaployera or under 
the optlona deacrlbed above. Our health care ayatea la a prlyate/publlc 
partnerahlp. Ihe Cbaaber atrooKly aupporta the prlvata-aector approach to 
financing and providing health care wherever poaalble. However, where 
prlvate-aector coverage la not practical— aucL la for tha uneaployed 
population— all of ua aa cltlaena ahara the raaponalblllty for enaurlng ,cceaa 
for the needleat. In the Chaaber'a perapectlve, adequate, but not ex^eaalve, 
ezpendlturea on public prograaa are praferable to inequitable coat-ahlftlng to 
the bualneaa comnlty that la already providing a aubatantlal portion of 
cataatrophlc protection. 



Hand ate a at the federal and atate level are coatly and lapede tru* 
flexibility that la needed to allow eaployera and eaployeea to tailor a Lealch 
plan that beat aervea their needa. A variety of optlona exlata to encourage 
the axpanalon of cataatrophlc expenae protection for thoae with momn health 
care coverage and thoae lacking any cover«B- Encouraging greater flexibility 
In the typea of coverage that can be offered— rather than lapoalng 
reatrictlona on auch coverage— la aoat likely to expand eaployer-eponaored 
coverage. 

The Quaber atanda ready to aaalat the aubcoMattee In addreaalns the 
very iaportant issue of cataatrophlc coverage for Aaerlcana of all «gea. 
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Chairman Stark. Thank you. 
Mr. Gradison? 

Mr. Gradison. Thank you, Mr. Chairman. 

I would like to ask Mr. Patricelli's comments on the conclusion 
of the first statement which we had today by Mr. Crandall of 
American Airlines. In summary, he said, legislation prescribing 
mandatory or employer-paid health benefits for employees and re- 
tiroes will accomplish four important objectives. 

First, it will serve to keeip responsibility for health care in the 
private sector where it can be administered on the most cost effec- 
tive basis. 

Second, it will provide a more equitable distribution of health 
costs. 

Third, it will eliminate the practice of reducing benefits for com- 
petitive reasons. 

And, fourth, it ultimately will lower total health care costs as 
more employers attach importance to maintaining the good health 
of their employees. 

Obviously, you have a contrary view, and I refer you back to this 
in order to try to draw you out and see if we can highlight why you 
disagree. 

Mr. Patricelu. Mr. Gradison, I won't attempt, unless you wish, 
to comment on each of thosf four points, but rather more broadly 
on Mr. Crandall's view. 

It seemed to me— and I will do that in two respects. First, it 
seemed to me that much of his testimony was based upon a desire 
by large employers in particular to see more of a level playing field 
and a lack of cost shifting by what they perceive as a result of lack 
of coverage by small employers, and we have within the chamber 
health care council points of view in that direction as well. 

I would say that the record is not clear on who is shifting to 
whom. Qew-ly the larger part, I believe, of cost shifting to employ- 
ers of all sizes comes from Government, not from internal incon- 
sistencies in private covera^^e; and the cost shifting that comes 
from the Medicare and Medicaid programs and the changing poli- 
cies in that regard has probably exceeded the cost shifting associa^ 
ed with lack of coverage in the private sector. 

Second, larger employers are now getting the advantage of a va- 
riety of cost containment techniques, particularly associated with 
price bargaining with providers, hospitals and physicians, through 
preferred provider organizations that are giving them discounts 
that small employers by and large are not getting. And we see a 
substantial amount there for provider cost shifting back to those 
who have less intrusive, shall I say, cost containment provisions, 
particularly small employers. So which way the net cost shifting 
may play within the private sector is quite unclear to me. 

The second point I would say about this general point of view on 
mandating coverage for those employers who don't now offer it, 
while there is an element of the business community which is con- 
sidering this, typically they do so with some very strong caveats 
that I would mention. And while this is not a U.S. Chamber point 
of view, let me nevertheless state what some of those caveats are. 

First, by and large, they don't trust the Congress in keeping the 
minimum benefit level reasonably low. There has been, after all, a 
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history of incremental additions to these kinds of things, and even 
for large companies there is some real concern about that if C!on- 
gress got into this kind of " 'v. 

Second, they feel that any such a proposal has to be considered 
in the l^ht of preempting State benefit mandates. We can't have 
both Federal and State systems, and we urge you to confront that 
issue. 

Third, all too often Congress has seen fit to exempt itself and 
Federal employees from these kinds of mandates and other govern- 
mental employees, and that needs to be terminated. 

And, fourth, there is a very large problem associated with the 
Medicaid program and no effort at mandates in the private sector 
should be undertaken without at least consideration of what the 
Government's responsibility is to that population. 

Mr. Gradison. well, I have been strucK in private meetings that 
I have held with people from major corporations— m^jor in the 
sense of large employers with opei^ations in manv States— how they 
really want to have the flexibility to have a uniform national plan. 
Obviously, I think it is obvious they would prefer to do that on 
their own without having Washington tell them how to do it, but 
they don't want the States to tell them how to do it either, because 
they don't want to have 50 separate plans covering a particular 
employee group. 

I was surprised by their response. I don't know how general this 
view is, but the most interesting thing that I have heard recently 
in this field is from employri s who say that they thought the Ken- 
nedy bill made a lot of sense oecause they believe that through cost 
shifting they are paying not only the cost of their own employees, 
employee's families and retirees, but for some portion of the rest of 
the community through a combination of taxes and cost shifting. 

They may be wrong about that, but I sense that perception and 
that is why I asked you the question about Mr. Crandall's testimo- 
ny. I am just sunprised that there a consensus view within the 
VS. Chamber of Commerce since my conversations with employers 
directly suggest that there is the kind of difference of opinion 
within the business community that the hearing today suggests, 
with Mr. Crandall representing a viewpoint which isn'* just held bv 
American Airlines, and vou are representing a point of view which 
I am primarily hearing from smaller employers. 

I am not trying to overdraw this. I am really trying to under- 
stand it because when you say, you know, why do all this just to 
bring in the 9 percent of people who would not be affected by my 
bill — it is my view that we should be sending a signal to those who 
are concerned about health care finance that we want to move 
away from first dollar coverage and that our national strata is 
not to have national health insurance, which is generally thought 
of as a first dollar strategy, and that we would like .o have cover- 
age of a catastrophic nature for all groups in tue population leav- 
ing a corridor for insurance to provide protection or for private sav- 
ings up to that point where the catastrophic caverage begins. 

The way I look at it is that we can begin with the elderlv, elderly 
acute, add the employed nonelderly and possibly some assistance to 
voluntary risk pools, leaving that up to the States by providing 
ERISA waivers if the States wish to move ahead, and then perhaps 
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over the next year or two, try to think through the possibility of 
some kind of <i Medicaid buy-in, perhaps on a sliding scale related 
to income, for most of the people that are left. The buy-in might 
theoretically be a combination of Government funds, private funds 
and employer funds, if there were an employer in the picture. 

In other words, I am trying to think through a strat^y that will 
in time, without a uniform national Governmentrpaid plan, provide 
catastrophic protection for the whole population. And so what 
looks like 9 percent seems to me to be a sound way to go. 

It is ^rue that we are getting into the area of the States, but that 
is nothing new. We got into regulating employer-provided health 
benefits from the moment we passed a nondiscrimination provision. 
That is a very clear cut standard. We have changed it over the 
years but we have had nondiscrimination standards for a long 
time, rhe continuation benefits, which we put in a few years ago, 
are an additional step in this direction. 

It may be a wise or unwise policy, but I think it is difficult to 
argue that we haven't taken the first step — first couple of steps ac- 
tually—in that direction. 

I think that perhaps a third example, wliich may be slightly dif- 
ferent, would be the requirement that for the working aged Medi- 
care become secondary payor, which in effect requires private em- 
ployers to pick up that share of the cost for their elderly workeis. 

You have explained you* points well. I really am not trying to 
comment at the length that I just did for argumentative purposes. I 
am trying to tlunk this through. If you have further com- 
ments, I would welcome them, alUiough I have to say I think you 
have covered the issues quite well already. 

Mr. Patricelu. Well, I might just respond in two brief ways. 
First, the issue of simplifying the mandate picture is separate from 
whether the Federal Government ought to enact its own set of 
mandates. If this committee had a bill that wanted to preempt 
State mandates, as indeed ERISA does for self-insured plans, I 
think there would be large elements of the business community 
that would be very interested in that. 

I guess our concern is that you shouldn't do both. You shouldn't 
start down both, or permit boih tracks to be trod. 

The second point is, I would note that in the prepared testimony, 
on page 7, we do propose an approach of preempting in a limited 
fashion State benefit mandates so thi.t employers of all sizes could 
offer a kind of bare-bones catastrophic package, and I think that 
would significantly expand private insurance protection in a volun- 
tary way right now where the overlapping mandates in many 
States is very ditltcult to get kind of bare-bones package out that 
small employers might find affordable. 

Mr. Gradison. This is the point covered on page 7 of your testi- 
mony. Very good. Thank you so much. 

Mr. Patricelu. Thank you, sir. 

Mr. Gradison. And thank you, Mr. Chairman. I appreciate it. 

Chairman Stark. Mr. Coyne? 

Mr. Coyne. Nothing. 

Chairman Stark. Mr. Moody? 

Mr. Moody. No questions. 

Chairman Stark. Mr. Donnelly? 
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Mr. Donnelly. Mr. Patricelli, I am sorry I missed your presenta- 
tion. You are an expert in the field and you are chairman of the 
committee at the chamber that keeps an eye on health care policy. 

I guess my question is this constant talk of expanding health 
care for the American people. Very little talk about cost contain- 
ment The enormous increases in the cc H of hospitalization, phyei- 
aan fees, et cetera. 

Does the chamber have, or do you have, any personal observa- 
tions or opinions about how we ought to be dealing with this in- « 
creasing cost of health care? I mean, it seems to me at the same 
tmie we talk about expansion, we ought to be talking about cost 
containment. That is in the Government interest, and it is in the 
private sector interest You people are paying those premiums just ^ 
like we are pumping the money out of the trust fund. 

Can you enlighten the committee on some recommendations or 
does the chamber have a specific set of recommendations on cost 
containment? 

Mr. Patricelu. We touch on it in part in our Medicare policy, 
but let me respond, I hope not to randomly, to your excellent point, 
Mr. Donnelly. I, personally, believe that we are spending too much 
for the health care that we are getting in this country, but that we 
may end up spending in actual doUais more in the future for 
better health care. 

Now a great deal of the expenditures, as much as a quarter to a 
third of what is spent on health care by both the Government and 
the private sector is for procedures, both diagnostic and treatment 
procedures, that have no scientific basis. 

Mr. Donnelly. For example? 

Mr. Patricelu. Oh, for many years there was a particular drug 
treatment of cataracts in the e^e— of glaucoma in the eye that had 
never been field-tested through clinical trials in an appropriate 
fashion, and it was finally disproven after a decade of high expend- 
iture. Or researchers at Duke have shown that PAP smears given 
once every year for most women are cost ineffective. That vou get 
99 percent of the benefit at a third of the cost if you do it every 
three years. 

, point I am making is that there are tens, maybe a hundred 
billion dollars worth of spending that is going on for procedures 
which are not efficacious, and if we could get a handle on some of 
that there would be more than enough money in the system to do 
whatever people wanted to do. 

This is, by the w^y, a problem that the Congress to my knowl- 
edge hasn't much gotten into or investigated. I, for one, on the 
other hand, am not particularly troubled by the rise in the amount 
of GNP that is going to health care spending. I don't know whether 
it ought to be 10.7 or 11.5 or 12 percent. The question is are we 
getting value for that? It may be that higher levels of health care 
spending produce benefits in terms of longevity and general well- 
being that perfectly justify that. 

So within that broad parameter, what about cost containment? 
We have within the chamber said that it ought to be possible for 
the same cost containment techniques that are used in private cov- 
erage to be applicable to the Medicare program and to be adminis- 
tered on a consistent basis within the private s'^ctor so that a com- 
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pany can administer its retiree benefits and expect to have Medi- 
care using the same kind of cost containment features. And I could 
go into detail on that, but that is a particular for you. 

By and large, the private sector has led the Government in the 
application of cost containment features with the exception of the 
DRG system. 

Mr. UONNELLY. Thank you, Mr. Chairman. 

Chairman Stark. Mr. Moody? 

Mr. Moody. Just briefly. 

Mr. Patricelli, do you feel that the nontaxable treatment of 
health fringe benefits reduces incentives for cost containment? Let 
me reverse the question. 

If emplovees had to pay some tax for in-kind income such as em- 
plover-paid fringe benefits for health, if they had to consider that 
at least in some part as taxable income, above some threshold, do 
you think employees and their representatives as well as em-loyers 
mkht be more cost conscious than >hey are today? 

Do you think there would be a cost containment side effect of 
that tax change if one were ever enacted? 

Mr. Patricelu. I don't really, Mr. Moody. I, in years past, 
thought about that a lot and I think it is a proposal that can per- 
fectly well be considered from a revenue-raismg point of view, but I 
found its cost containment impacts to be negligible. Most private 
insurance coverage is now not first dollar coverage. That is a 
change from just 10 years ago, and it is moving away from first 
dollar coverage with the imposition of deductibles and copayments. 
And those point of service charges are what can have some cost 
containment effect. But a once a year deal with the Federal Gov- 
ernment around your tax rotum doesn't seem to me to motivate 
people to constrain unnecessary medical utilization. 

Moreover, Mr. Moody, I have found it difficult in my own mind 
to imagine why the Congress would wtnt to tax one kind of em- 
ployee benefit and not another, especially when the employee-bene- 
fit world is moving toward what is called flexible benefits or cafete- 
ria plans where employers are saying we will put so much money 
on the table, you decide within certain limits how you want to 
spend it. Having a tax policy associated with one slice of that pie is 
inconsistent with what is happening out there in the real world. 

Mr. Moody. I wasn't actusdly asking whether or not we should 
only tax health. I am just saying insofar as we tax health and 
maybe other benefits as well, are employees going to say, wait a 
minute, I have got to pay a certain fraction of this now because of 
the new tax treatment, and I want to make sure I am getting the 
best possible buy for my buck? You don't see that as an influence, 
do you? 

Mr. Patricelu. I really don't. I think any employee doesn't have 
to be an economist to know thst he is better off having the employ- 
er paying his health insurance premiums even if some portion of 
that premium is taxable to him at a 28 or 30 percent— 3^ percent 
rate. He is better off, isn't he? 

Mr. Moody. Of course. That is not the issue. I am saying, if we 
have made that threshold decision as we alniost did or startex? to 
make in the 1986 tax package, that there will be some fraction oi 
some threshold that is taxable. If that were behind us, do you think 
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after that point the employee would say not, ''Yes, I was better off 
before." Of course he was. But I am saying, having that behind us, 
would the employee or his representative say, ''Hey, let us not look 
for the Cadillac version here, let us look for the Ford or t)ie Val- 
iant or the Plymouth version here, because this is now coi^ting us 
something every Agril 15." The more expensive it goes, then their 
fraction which is f^rable goes up, so it seems to ne that the com- 
mentarv in this field has been vhat this will malr employers more 
sensitive. So it is an empiricci question. But you sav you don't . « 
think so? 

Mr. Patricelu. Well, let us take a hypothetical. If an employee 
were leceiving $3,000 worth of hesilth care coverage and the ceiling 
for ta:c-free treatment was $2,500, wouldn't he still want to have ^ 
the en plover pay for that extra $500, even though it was taxable to 
him, because that is better off than him paying for it out of pocket? 

Mr. Moody. Well, of course/. That is not what I am asking you. I 
am not asking you anything about that. 

Mr. Patricelu. Oh, I am Forry. 

Mr. Moody. Of course he would like to have the employer pay 
anythirg. But suppose he h/id to pay tax now on $500 as opposed to 
not paying taxes on $500. If tha law were changed to make him pay 
some tex on that $500, wculd he put more pressure on his repre- 
sentati\es or on the employers to shop for a more economical plan, 
do mon; cost comparisonf>, to look for less of a Cadillac version in 
the hea th care package of the plan they selected? 

Mr. Patricelu. I don't think it would, Mr. Moody, but I would 
argue that that is ncc the approach to cost containment that has 
been usc^d and would likely work in the private sector. I think what 
is being done by v/ay of preferred provider arrangements and pre- 
certification techniques and discount purchasing and all these 
other things that are going on in the competitive sector have — and 
prospective payment that you have initiated at this committee 
level— those are better approaches than trying to come up with 
some n^'mber that is the right number for health care coverage. 

Mr. Moody. I guess I am just not making myself clear. Those are 
wonderful. It ib not either/or. But I think we all would agree the 
general proposition is if something costs you something you are 
more careful about the price level that is being spent. 

Mr. Patricelu. Well, why wouldn't you tfidce that approach to * 
group life insurance, disability insurance, pension benefits and ev- 
erything else? Why say that a "^^rtain amount of health insurance 
is too much but not a certain amount of pension coverage? 

Mr. Moody. I am not saying any of that. I am not saying any- 
thing is too much. I am only asking you, if the employee feels some 
of the price of the package in any field, for any benefit you might 
name, if he feels some of the price through the Tax Code as well as 
anything else, is he going to be more — is he going to ask for a more 
efficacious, cost effective program? That is all I am asking. 

And you are saying no. It sort cf defies the business rules of prin- 
ciple and the whole supply side concept that incentives matter, 
prices matter, people make judgments to contain costs if they feel 
the cost, and if they don't feel the cost, they don't. 
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I am asking you, if they feel the cost in one more way, I am sug- 
gesting, 'vould this make a difference? \wU are saying no. If that is 
what you are saying, .^le. 

Mr. Patricelu. I am naving trouble eveh understanding how it 
could make a difference. Even if the employee were taxed on that 
$500 I was talking about, he is getting, let's say, 70 percent of the 
benefit of it. Why wouldn*t he rather have that? 

Mr. Moody. OiF couise he would rather have that than nothing. 
The question is, if he is taxed on $500 and the next year it goes to 
$800 olid then $1,200 because of lack of cost ontainment inside the 
propam, is he going to say, "Hey, wait a minute; my tax is going 
up because we don't have a very effecti^"^ cost containment effort? 
Wo are not price shopping hard enough here. My tax has gone up 
now; I had a $500 addition to my AGI last year, now it is $800, and 
this year I see it is going to go to $1,200. Is that going to raise his 
interest in keeping health costs down? That is mv question. Not 
whether or not he would be better being untaxed. 01 course he 
would be better off being untaxed. That is not my question. 

Mr. Patricelu. Well, I won't pursue it, but it doesn't strike me 
as a logical conclusion by the emplovee, nor do I think the system 
would be particularly administrable by you because there would be 
groat difficulty in knowing what an appropriate cap level ought to 
be and what are the forces for inflation and are they good or bad. 

Mr. Moody. I give up. Thanks. 

Mr. Patricelu. I am sorry I can't agree with you, sir. 

Chairman Stark. Mr. Patricelli, did the U.S. Chamber svpx)rt 
the State risk pools proposal we introduced last year? 

Mr. Patricelu. It did not in 1986, Mr. Chairman, but there 
some language that has been very recently adopted by the U . 
Cnamber Doard Hthin the bst month that represents new polx^^ 
in that r^ard, ai*J I would be happy to submit that for the record 
and ^ead it to you. It is two sentences. If you would like. 

Chairman Stark. What you are suggesting is that they now sup- 
port it? 

Mr. Patricelu. They sjre supportive of narrowly targeted risk 
pools at the State level which are constrained to tne medically un- 
msurable and the subsidies for which, to the extent necessary, arc 
spread over S 3 broadest possible base including general revenues. 

Chairm;»n Stark. They come kicking and screaming into the 
20th century, don't they? 

Did the chamber support the Gramm-Rudman proposals? 

Mr. Patricelu. Ye , we did. 

Chairman Stark. And you are now complaining about th? proc- 
ess "nder which we legislate? 

Iva*. Patricelu. Yes, Mr. Chair*i.an. I think thero are certain 
major policy issues that should be dealt with through full debate 
rather than through rider to "must" bills, even thougl I recognize 
that from the point of view of getting them through there is a sore 
temptation to nave them. 

Chairman Stark. Hov/ do^s that wash with Gramm-Rudman and 
sequestering? 

Mr. Patricelu. Well, I am not enough of a legislative expert to 
know where th<» inconsistency may be. 
Mr. Moody. Will the chairman yield? 
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Chairman Star;:. Be glad to. 

Mr. Moody. Does the chamber support a balanced budget amcMd- 
ment to the Constitution? 
Mr. Patpicelu. I will have to defer to Mr. Klein. 
Mr. Klein. Yes, sir. 

Mr. Moody. Do you agree with the commentary that many ob- 
servers have offered that if v/e do that, you will see a proliferation 
of mandated benefits pushed off onto the private sector? That a 
balanced budget at the Federal level will encourage lot of legisla- 
tion to force the private sector tx) do things the Go. rnmcnt can't 
affc;rd to do under a balanced budget amendment? 

Mr. Patricelu. That could happen, Mr. Moody, but it need not 
happen. One would hope that the Government could manage its 
budget in such a way as not to have to transfer costs to the private 
sector. 

Mr. Moody. One could hope, bu I think you would agree that 
there been a lot of objective commentary that this was what, in 
fact, will probably result. Political pressures being what they are to 
cover people here and cover people there, it will be very tempting 
to mandate benefits if we have a balanced budget amendment. 

Chairman Stark. Thank you very much, gentlemen. 

[Whereupon, at 11:44 a.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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STAT£K£NT OF W. RANDALL RAWSON 
DIRECTOR OF GOVERNMENTAL RELATIONS 
AMERICAN CHIROPRACTIC ASSOCIATION 



SUBCOMMITTEE ON HEALTH, HOUSE WAYS & MEANS COMMITTEE 



ON 



INSURANCE PROTECTION FOR INDIVIDUALS UNDER AGE 65 



My name is W. Randa.l Rawson. As its Oiijctor of Governmental Relations, 
I submit this statement on behalf of the American Chiropractic Association, 
which represents over 16,000 practicing doctors of chiropractic nationwide. 

Mr. Chairman, the American Chiropractic Association strongly supports the 
concept of mandated health insurance and efforts to enact legislation expand- 
ing access to health insurance to millions of aoditional American: In so 
doing, however, we want to call to your attention an existing p^'Oblem regard- 
ing the manner in which ERISA impacts the rights of the health-care consumer, 
in the hope of avoiding the inadvertant creation of a similar problem by what- 
ever final legislation might come from these hearings. 

The issue pertains to a beneficiary's freedom to choose the health-care 
provider of his or her choice; the problem is the federal preemption of state 
laws which 9uarantee this freedom. 

We know, Mr. Lrialnnan, that you are personally familiar with this issue 
and we deeply appreciate the fact that you were the prime sponsor of legis- 
lation In the House during the 99th Congress proposing to resolve the impact 
of ERISA's preemption of state insurance equality laws. Although the issue 
as it specifically pertains to ERISA is not yet resolved, it is important, we 
are sure you agree, to avoid legislating identical preemptive measures in fu- 
ture legislation and equaly as important that mandated health insurance bills 
contain a position statement as tc health consumer freedom of choice. 

For the information of the subcommittee, so-called insurance equality 
laws have been enacted in 44 states {a list is attached for your reauy re- 
ference). These state statutes guarantee a health cdre consumer's right to 
select a licensed practitioner of her or his choice to render needed health- 
care under policies of insurance sold within those *tates. In some instances, 
these statutes actually mandate certain benefits which must be offered by in- 
surance companies doing business in the state. 

Insurance equality laws protect the health-care consumer's r^ght to choose, 
"^hey "level the playing field", if you will, by assuring that the consumer has 
access, under health benefit plans, cc the widest array of qualified, licensed 
health-care providers for the treatment of health conditions, without consider- 
ation as to which pro.ider's services are or are not reimbursed under any given 
p'lar. Aside from the protection of patient's rights, such state statutes are 
an important component in insui^ing competition in ;he health-care delivery sys- 
tem. In medica*ly nde'^served areas they assure j consumer's access to quality 
care, where otherw se it might not be available. 

It is vital hat any legislation which seeki to expand health insurance 
coverage to those presently without coverage recognizes the importance of state 
insurance equality laws and maintains such state regulation of all lealth bene- 
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fit plans — including self-insured plans. This can be accomplished by the 
inclusion of legislative language similar to the following: 



"No provision of this Act shall be con- 
strued as limiting or preempting a pro- 
vision of state law which requires that 
any health benefit plan must grant to a 
beneficiary the right to rec ve any 
health benefits from the heai*,r. provider 

of his or her choice." i 



An alternative approach would be the inclusion of language 
providing federal guarantees of -eedom of choice, similar to those 
provided by state law, as follows: 



"Any health benefit plan uescribed by 
this Act s^*3ll not deny reimbursement for 
the care of any health condition covered 
under such a plan w^ir> is provided by a 
health care practitioner who is licensed 
by the state in which the care is per- 
formed and who is acting within the scope 
of that license." 



The point is that the several states have taken action to assure patient 
freedom of choice of health-care provider. Although such state laws are con- 
sistent with the time-honored rights of the states to rer-ilate insurance, 
attempts to insure patient freedom of choice through state law have been frus • 
trated by legislati>e fiat in the past, most specifically through the Employee 
Retirement Income Security Act of 1974 (ERISA). 

ERISA includes a clause (Section 514) that allows States to continue to 
exercise regulatory authority over the "business of insurance", but preempts 
states from classifying employee health benefit plans as insurance. This 
clause has been interpreted in such a way as to allow '<»lf-insured health 
plans to be exempted from state laws pertaining to freedom of choice of health- 
care provider, mandated benefits, state premium taxes and reserve require- 
ments for unpaid and unreported claims. 

Therefore, in any quest for national uniformity, federal mandated health 
insurance legislation must guard against an ERISA-type preemption of state 
law. Otherwise, affirmative goals such as freedom of choice of health-care 
provider will be significantly compromised, with the primary victim being the 
very beneficiary for whom we are all trying to provide minimum .eve Is of -:are. 

The preservation of this patient right does not require mandating any 
specific new benefits or services, or mandating that any p<ir-icular health- 
care practitioner be the sole provider of any specific service. QuUe the 
contrary, a small legislative step 'ike that which we recommend, opt is up the 
health-care delivery system, injects competition, aiid make*- the consi-ier's 
well-i. ing the arbiter of health-care decisions. 

Although well-intentioned, too many times federal health-care programs 
init the provision of services to select classes of practitioners. Please 
remember that the generic term "physician" or "doctor" is not always auto- 
matically inclusive of all practitioners capable of performing covered ser- 
vices -- it may, in fact, statutorily limit whom a patient may see and from 
whom a patient may receive reimbursable services. 

The states have recognized this fact, and. although the ERISA preemption 
problem still exists, we would hate to see expanded-access legislation exacer- 
bate tya problem by further limiting the extent to which state law may prevail. 
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STATE INSURANCE EQUALITY LAWS (Revised May 22, 1986) 



* 


Alibima 


* 


Maine 




North Dakota ** 


* 


Arkansas 


* 


Maryland 




Ohio 


* 


Arl zona 


* 


Massachusetts 


* 


Oklahoma 




California 


* 


Michigan 


• 


Pennsylvania 




Colorado 


* 


Minnesota 




kh^de Island 


* 


Connecticut 


* 


Mississippi 




South Carolina 




Delaware 


* 


Missouri 




South Dakota 


♦ 


Florida 




Montana 


• 


Tennessee 




Georgia 




Nebraska 




Texas 


* 


Illinois 




Nevada 




Utah 


• 


Indiana ^ 




New Hampshire 




Virginia 




Iowa 


* 


New Jersey 




Washington 


* 


Kansas 


* 


New M (ICO 


* 


West Virginia 




Kentucky 


* 


New York 


• 


Wyoming 




Louisiana 




North Carolina 







♦ Language of statute Includes Insurance policies and health care 
contracts 

Rider only required 

♦ Includes self-Insurers Includes PPOs Includes HMOs 
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American Medical Association 

M5N0RTH0EA BORN STREET • CHICAGO ILLINOIS 60610 . PHONE (312) 645-5000 . TWX 910-221-0300 



JAMESH SAMMONS M D 
&aculN«Vic«n 
(64S4300) 



May 15, 1987 



The Honorable Fortney H. Stark 
Cbairaan 

Subcoomlttee on Health 

Conalttee on Ways snd Heans 

United States House of Representatives 

Washington, D.C. 2051 S R£: Catastrophic Health Coverage for 

individuals Under Age 65 - May 12, 
1987 He^-riog of the Health 
Subconittee of the Ways and Me^.ns 
Coraittee 

Dear Chairaan Stark: 

The Aaerican Medical Aasociation takes this opportunity to submit coriaents 
conc^miog the iaportant issue of catastrophic coverage for the health needs of 
individuals under sge 65. We request that tbis letter be Included in the record of 
cne May 12, 1987 hearing held by the Su> omit tee on Health. A copy of otr 
recoaaendjtions for catastrophic health insurance coverage is included witl tMa 
letter, and we request that it also be included in the hearing lecord. 

In recent aontha, considersble attention has been focused on catastrophic 
coverage for the health care needs of the elderly. While this attention is 
appropriate, the catastrophic coverage needs of the under age 65 populatlui. should 
not be ignored. People in this age group also experience chronic anc* acule health 
problems that could result in catastrophic losses without adequate aealnti insurance 
protection. 

For aany yearj, the AMA has advocated that catastrophic health care (.overage 
•hould be included as part of a package of aininua benefits in all health i&surance 
plcns. Such catastrophic coverage can often be provided at relatively ^aall 
additional cost. In addition, even though the vast oajority of persons would njver 
actually use the catastrophic benefit, ita >ere existence would provide vital piece 
of alnd. 

In discussing catastropMc coverape, it Is iaportant to keep in Bind that what 
constitutes a catsstJophic expense varies from person to person — based on 
individual fin&ucisl resources. An expense that clearly would be catastrophic to i 
person with a Mlniaua wage Job sight be easily aanageable for an individual with a 
aore substantial incoae. 
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^.r.J^ believe. .troaH, that ,dequ.te heelth ln.ur.nce. Inclining 
c.t.«trophlc cover.se. .hould be fur pUhed through t he e«plo~nt .ettlL c.h 

.^.iS.' \ "*'? " "ho furaUh health pl.n. thit 

pHm f "t^ oonrn^ end *o p.rtlclp.te in . .ute»lde rl.k pooling p"n.^ 

•trophlc health care coverage for the under age 65 population. Rlak no^.^v. ►k. 
potential to „ke baalc health Inaurance, Including cJuItr^Uc cwe^w 
:"««ible" • .« -la«.redru^:r°IL"?:i or 

While rUk pools hare been established In t«iv« mtMtm» ^ , ^ 

ff'ffe^ LeTite ru£*:oSl':"l'%'"T""'*''* l-pedl^nt to the estsbll.h«nt 
! li ,? P^^** ■trongly urge appropriate sBendwnt. to ERTqa 

iT J^^"^ "«^" .elf-lnsured health pUn s ?^r^ purpoSf ft 

requlrlo, the. to ccply .ith sUte U«, including those' requiring ru"!;^".? 

baaed^^l^;;;^:^!: .!*^^^^^ !L«'s.^:^J*^^^^^^ ^-^^T^<>T-ent. 
continue to pa, the ^ port^J^ Thrjl^a^^p e'iS-'JSe'j ^l^^J " ^'^^ 
employed. In addition, m support the recently enacted letlsLuon P L 99-279 
that requires eapioyers to ..ke group rate covera^ a^ll^Si:^^ ^^^^^H ' 
workera at the worker'a ,ole ezpenae for an additional ig ^nth^ 

rovr«i"'rS^''/*^*"** ^^'^ low-lnco« peraona who lack e«ploy«nt-ba8ed 

fZ ltt k'*° '^^"^ provided though v^chera 

for the purchase of private health Inaurarce. ^ voucnera 



We will be pleased to work with you on thla laportant laaue of «,tual concern. 

Sincerely, 




JHS/Ja 
3050p 
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CatMtroDhtr Health Ini iur«nr> CoYCratft; AHA RecoMmendttiPM 



I. MudicMre ElderlY 

The following reconaendttlont concernint Medicare are Intended to be 
ahort-tera pending long-tens structural modifications of the Medicare 
progran necessary in order to stave off its otherwise Inerltsble flscsl 
bsnkruptcy. 



A. Acute Csrc - PriTstc Sector 

s Cstsstfophlc coversge prefersbly should be provided through 
prlvste Insurance rsther than under s government program. 

• The Bsucus Amendment (Section 1882 the Socltl S^jcurlty 
Act), which specifies requirements for Medlcsre supplemental 
coverage, should be msterlslly strengthened to sssure 
meaningful covers^e: 

— Insurers should offer full coversge policies that Include 
s stop-loss provision limiting the Insured's liability to 
s specified SBOunti and offer s "cstastrophlc only" 
coversge option. 

• Vouchers or tax credits should be used to help the 15X to 20X 
of the elderly who have neither Medlgap nor Medicaid coverage 
to pay the premiums for prlvste Medlgsp pollclts that Include 
catastrophic protection. 

B. Acun. Cari* - VuMir Sector 

In the event thst the private Insurance Industry does not 
respond to offer sstlsfsctory cstsstrophlc coverage, then an 
expsnslon of Medlcsre should be considered with the following 
principles! 

s All Medlcsre benef Iclsrles should psrtlcipate In catastrophic 
coversge; 

s Coversge should be limited to acute care costs and benefits 
provided shoul*" be funded through new revenues; snd 

I 

s Thti program should provl(*e means-testing tnrough a 

combination of s means-related additional premium for all 
bene" claries, copayments scsling the out-of-pocket expense 
limit to s beneficisry*s income snd resources, and s tax on a 
portion of the actusrisl vslue of Medlcsre benefits. 

C. LoDE-Yerm Cmrm (Privte Sector CovcraRcy 

• Personal ssvings to pay the cost of long-term csre should be 
rncoursged in the following wsys: 
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(1) bj peraitting tax deductible contributions to an 
Individual K^dical Account} and 

(2) bj allowing tiz-free witbdrairal of Individual Retirenent 
Account fundi for any Iong~t«:ra care expense. 

• In order to stiaulate the private aarket for long-tera cara 
innurance* a refundable tax credit should ba allowed for 
long-tera care insursnce preaiuas. 

• Bsrrlers to prefunding long-terii care benefits provided bj 
eaplojers to retireea should be reaoved. 

II, Working Population 

Adequate heslth insurnnce providing specified ainimm benefits, including 
cstastrophic coversge, should be furnished in the eaployaent setting. 
Such coverage should be encouraged by liaising the tax deductibility of 
eaplojer heslth insurance preaiuas only to eaplojers 

— who furnish health plans that provide the specified adequate 
benefits and catastrophic coverage, and 

— who also participate in a statewide risk pooling prograa. 

The developaent of a statewide risk pooling prograa is essential to aa.ce 
coverage available to high-riak individuals, uninsured and under insured 
individuals and saall eaployers* All insurers » including the self" 
insured » should be required co pertlcipate in such pools. Ne* essary 
aaendaents tr ERISA should b« aade in order for the State to create 
effective pools* 

III. Medicaid and Htar Poor 

State Medicaid prograi.8 should provide unifora benefits to afford 
coBprehensive protection including catastrophic coverage » with full *'wrap 
around** coverage for the Medicare eligiblea. Access to a wide range of 
provider and physicians should be assured through equitable reimburaenent 
levels. 

Catastrophic coverage for low-income persons without eaplojaent-based 
coverage and who do not qualify for Medicaid should be provided either 
through vouchers for private inaurance or a Medicaid prograa expanded to 
cover those in need. 
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A BiU TO REQUIRE HEALTH PLANS OFFERED BY EMPLOYERS 
TO HAVE CATASTROPHIC COVERAGE 



SUBMITTED TO THE COMMITTEE ON NAYS AND MEANS 



SUBCOMMITTEE ON HFJU.TH 



MAY 12, 1987 



HEARIN6 ON 



ERLC 



CATASTROPHIC HEALTH EXPENSES FOR INDIVIDUALS UNDER A6E 6b 



THE SUBLOMMITTEt ON HEALTH OF THE COMMITTEE ON hAYS AND 
MEANS WILL SOON bE ASKED TO LONSIUER ENACTMENT OF A BILL, H.R. 
230iJ/ WHICH WOULD MANbATE THAT EMPLOYERS WHO PROVIDE HEALTH 
lOVEXAGE TO THE Ik EMPLOYEES I NaUDL iN THtiR HEALTH PLANS 
SPECIFIC OUT-OF-POCKET LIMITS OF $2000 FOR At- INDIVIDUAL AND 
$3500 FOR A FAMILY. THE BILL WOULD NOT APPLY lO EMPLOYERS OF 
FEWER THAN 20 EMPLOYEES; NOR WOULD IT APPLY TO CMPLOYERS WHO DO 
NOT PROVIDE HEALTH COVERAGE FOR THEIR WORKERS. 

THE ERISA INDUSTRY CGHMITTEE (ERIC) IS AN ASSOCIATION OF 
MORE THAN 100 OF THE NATION'S LARGEST EMPLOYEES CONCERNED WITH 
NATIONAL RETIREMENT AND EMPLOYEE BENEFIT ISSUES. ERIC MEMBER 
COMPANIES SPONSOR PENSION, SAVINGS, HEALTH AND OTHER BENEFIT 
PLANS COVERING OVER EIGHT MILLION WORKERS AND THilk FAMILIES. 

WE BELIEVE H.R. 2300 WILL HAVE MAJOR AND SURPRISINGLY 
ADVERSE CONSEQUENCES ON HEALTH CARE DELIVERY THROUGH EMPLOYER- 
SPONSORED PLANS. IMPOSING SPECIFIC PLAN DESIGNS ON THOUSANDS OF 
DIVERSE EMPLOYER-SPONSORED HEALTH PLANS IS AN CNTIRELY DIFFERENT 
MATTER FHOM SETTING SPECIFIC LIMITS WITHIN THE MEDICARE PROGRAM. 
a:> ILLUSTRATED BELOW, MANY EMPLOYERS MAY BE FORCED TO CHANGE THE 
DESIGN OF THEIR HEALTH BENEFITS IN WATS THAT IMPACT ADVERSELY ON 
BOTH THE PLAN BENEFICIARIES AND THE EMPLOYERS. THOCt CHANGES MAY 
FAR OUTWEIGH ANY CATASTROPHIC BENLFIT IMPROVEMENTS. 

WE STRONGLY URGE TSIAT THE COMMITTEE NOT AP?ROVt H.R. 2300. 

EMPLOYER-SPONSORED HEALTH PLANS COVER SCME 132 MILLION 
AMERICANS UNDER THE AGE OF 65. PLANS SPONSOR'LD BY ERIC COMPANIES 
ALONE COVER APPROXIMATELY 20-25 MILLION INDIVIDUALS. WE SHARE 
THE CONCERN OF CONFESS ABOUT INDIVIDUALS WHO DO NOT HAVE H^.,M TH 
COVERAGE OR WHOSE HEALTH COVERAGE IS INADEQUATE, AND WE HA/E A 
STRONG INTEREST IN SEEKING WORKABLE saUTlONS. 

TO THAT END, ERIC STAFF AND ITS MEMBERS ARE CURRENTLY 
WORKING WITH CONGRESSIONAL STAFF TO DEVELOP COMPREKcNS I VE MEANS 
OF MAKING AFFORDABLE HE/'LTH CARE COVERAGE AVAILABLE TO THOSE WHO 
ARE UNCOVERED. WE APPRECIATE THIS OPPORTUNITY TO WORK WITH THE 
SUBCOMMITTEE ON HEALTH. 
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ME HAVE CAKEFULLY REVIENED H.R. 2300 AND HAVE TSc F0LL0HIN6 
ObJECTIONS: 



1. H.R. 2300 FAILS TO ADDRESS THE PROBLEH OF THE 30 TO 37 

MiLLiOM Americans mho currently are mithout health care covera6E. 

INSTEAU IT IMPOSES SPECIFIC PLAN DESIGN RbQUIREMENTS ONLY ON 
EMPLOY bKS ALKEAUY PKUVIDING HEALTH COVERAGE FC THE IK EMPLOYEES. 

THIS LEGISLATION SETS A PRECEDENT OF SPORADIC FEDERAL 
INTERFERENCE NITH PLAN DESIGN. THFKE IS ALREADY A PATCHWORK OF 
OVER vJ0 SEP,^RATE AND INCONSONANT MANDATED BENEFIT LAMS IN THE 
STATES. INCLU:.ING NUMEROUS CONTINUATION COVERAGE AND CATASTROPHIC 
COVERAGE REQU'REMtNTS. OVER THE PAST DECADE< AS STATES ENACTED 
MORE MANDATED BENEFIT IMS, AN INCREASING NUMBER OF EMPLOYERS 
RESPONDED BY CREATING SELF-FUNDED PLANS TO PROVIDE THE BENEFITS 
THEIR EMPLOYEES NEEDED. THESE PLANS ARE PREEMPTED FROM STATE 
MANDATES UNUER EkiSA. INDEED< THE EXCESSIVE BURDENS IMPOSED BY 
MANDATED BENEFITS HAVE LED AT LEAST FIVE STATES (ARIZONA. 
NEBRASKA. OREGON. PENNSYLVANIA. AND WASHINGTON) TO ADOPT BENEFIT 
EVALUATION MECHANISMS TO ASSESS THE COST/BENEFIT TRADE-OFFS OF 
STATE MANDATED HEALTH BENEFITS BEFORE THEY CAN BE ENACTED, 

INSTEAD OF INCREASING COVERAGE UNDER EMPLOYER HEALTH 
PLANS PASSAGE OF H.R. 2300/ AND THE DOOR IT OPENS TO OTHER 
MANDATED BENEFITS LE6ISLATI0N. MILL CAUSE OVERALL HEALTH COVERAGE 
UNDER EMPLOYER PLANS TO DECREASE. 



2. IT IS UNCLEAR HOW MANY INDIVIDUALS ACTUALLY WOULD BE 
TAKtiETED BY THE LEGISLATION: THE EXPLANATION ACCOMPANYING THE 
BILL (SEE LONGkESSiONAL RFCQRD . MAY 6. 1987. PAGES E 1773-6) 
CITES AN HHS STATISTIC THAT 7-10 MILLIO*' AMERICANS WITH HEALTH 
COVERAGE AKE "UNDER I NSURED " . HOWEVER. ONLY A PORTION OF THESE 
WOULD BE AFFECTED BY THIS LEGISLATION SINCE EMPLOYERS WITH FEWER 
THAN 20 EMPLOYEES ARE EXEMPT FR(W THE BILL. 



NOR ISA SPECIFIC DEFINITION OF "UNDER I NSURED" PROVIDED 



SO THAT CONGRESS AND EMPLOYERS CAN DETERMINE WHETHER A 
CATASTROPHIC LIMIT SUCH AS THAT ENVISIONED IN THIS BILL HAVE A 
MATERIAL EFFECT ON THESE INDIVIDUALS. 



THE INCREASED PREMIUM COSTS TO EMPLOYEES IN SOME PLANS 



MAY CAUSE SOME WORKERS TO DROP THEIR CURRENT COVERAGE. ESTIMAIES 
SHOULU BE PROVIDED OF THE NUMBERS OF EMPLOYEES EXPECTED TO DROP 
COVERAGE UNDER THEIR EMPLOYER PLAN. 

IN SUMMARY. BETTER ESTIMATES SHOULD 8E PROVIDED OF THE 
ACTUAL NUMBER OF INDIVIDUALS MHOSE COVERAGE MOULD BE MATERIALLY 
CHANGED JY THIS PROVISION. 



3. SEC. 2(C) OF H,'. 2300 INaUDES A PROVISION WHICH 
STATES THAT A GKOUP HEALTH PLAN WILL MEET THE REQUIREMENTS OF THE 
BILL ONLY IF: 



"(b) THE PLAN DOES NOT CANCEL OR 
DIFFERENTIATE IN COVERAGE OF A COVERED 
INDIVIDUAL OK COVERED FAMILY MEMBER FOR ANY 
REASON RELATING TO THE HEALTH STATUS OR 
ACTIONS OF THE COVERED EMPLOYEE OR MEMBER. 
OTHER THAN FAILURE TO PAY THE PREMIUM." 



THIS PARAGRAPH APPEARS TO "AVE SEVERAL FAR-REACHING CONSEQUENCES 
MHICH EXCEED THE STATED LIMITED PURPOSE OF THE LEGISLATION: 

A. SUBPARAGRAPH (B) APPEARS TO PREaUDE PLANS FROM 
NOT COVERING PRE-EXISTING CONDITIONS. TH'S WOULD \ "XAMATIC 
AND POTENTIALLY EXPENSIVE CHANGE IN PLANS WHICH CURKLN.^Y HAVE 
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PRE-EXISTING CONDITION LIMITATIONS, AND WOULD BE A MAJOR 
ADDITIONAL PLAN REQUIkEMLNT BLYOND THE OUT-OF-POCKET LIMITS WHICH 
ARE THE FOCAL POINT OF THE LEGISLATION. i-'ni.o pimv^ 

rcT.a. ,c^.S; SUBPARAGRAPH (B) APPEARS TO PREaUDE PLANS FROM 
ESTABLISHING DIFFERING LEVELS OF COPAYMENT OR DEDUCTIBLES FOR 
Hi''^u?*?L"^'^^" PROBLEMS. FOR EXAMPLE, MANY PLANS IMPOSE LIMITS 
OK GKtATER CO-PAYMENTS ON MENTAL HEALTH OR SUBSTANCE ABUSE 
£i!f!P^^Ii^S^ ^'^^ ^^^^ THEREBY HAVE TO REDUCE OVERALL 

COVERAGES TO COUNTERBALANCE THE REQUIREMENTS OF THIS BILL. 

C. SUBPARAGRAPH (B) ALSO APPEARS TO PREaUDE PLANS 
FROM ESTABLISHING DIFFERING LEVELS OF COPAYMENT OR DEDUCTIBLES IF 
AN EMPLOYEE DOES NOT FOLLOW COST CONTAINMENT OR MANAGED CARE 
^'5°S?^^i.'Sc^t!!r^5'^A. EXAMPLE, MANY PLANS IMPOSE PENALTIES 
IN THE FORM OF HIGHER DEDUCTIBLES OR COPAYMENTS IF THE COVERED 
INDIVIDUAL FAILS TO SECURE A SECOND OPINION FOR CERTAIN SURGICAL 
PROCEDURES, FAILS TO SECURE PRE- OR POST-ADMISSION CERT IF ICAT I ^ 
^2?T?^^'*/J'^i^^I''^^ '''l^^ TREATMENT aS AN OUTPATIENT 
INSTEAD OF AN IN PATIENT, OR FAILS TO USE THE PLAN'S PPO. 

IN ADDITION, UNDER THIS PROVISION, THE PLAN MAY 
NOT BE ABLE TO PROVIDE FOR PAYMENT TO BE WITHHELD IF THE COVERED 
INDIVIDUAL WAS SUSPECTED OF SUBMITTING FRAUDULENT CLA MS OR 
OTHERWISE VIOLATING PLAN PROCEDURES 

SUBPARAGRAPH (B) APPEARS TO HAVE A DEVASTATING 
•ggACT^OJj^WIDE-SPREAO COST CONTAIHMENT AND A^T I -FRAUD PLAN 

D. SUBPARAGRAPH (B) WOULD REQUIRE PLANS TO DROP 
PROVISIONS THEY MAY HAVE WHICH EXauOE PAYMENT FOR INJURIES 
RELATED TO ATTEMPTED SUICIDES. 

E. EVEN IF THIS PROVISION MERE AMENDED TO ALLOW USE 
?^ ^Vn?¥I?12?^'*^ PROVISIONS OR TO REM'IRE COVERED INDW "DUALS 
TO FOLLOW ESTABLISHED PLAN PROCEDURES, THE EFFECT OF SUCH 

*^Tl^^iP.!S}^£ci^i2S i!!*^*"*^? " VITIATED SINCE THEY WOULD 
•TILL BE INaUOED UNDER THE BILL'S OVERALL OUT-OF-POCKET LIMIT. 

.,wrr...r r ^E INTERPRETED TO REQU M 

COVERAGE BEYOND TERMINATION OF EMPLOYMENT OR BEYOND CONTINUAilON 
COVERAGE PROVIDED UNDER P.L. 99-272 (C08RA). LUNHNUAilUN 

.55"^ EXISTING HEALTH PLANS INaUDE EARIIAL COVEPAGE OF 
NON-CORE AND EXPENSIVE SERVICES SUCH AS SUBSTANCEABUSE 
J^^If^'*^' ^^'^^ ^^^^^ SERVICES, LONG TERM CARE, VISION CARE, 
DENTAL CARE AND ORTHODONTIC SERVICES. FOR EXAMPt.E, THE PLAN MAY 
COVER A CERTAIN NUMBER OF DAYS OF TREATMENT OR WW IDE A DOLLAR 
CAP ON AVAILABLE COVERAGE. GENERALLY THESE SERVICES ARE NOT 
INauDED IN OUT-OF-rOCKET LIMITS PROVIDED I N THE PLAN . 

IT IS UWaEAR FROM THE BILL'S LANGUAGE HOW SUCH 
BENEFITS WOILD BE TREATED UNDER H.R. 2300. IF THEY ARE INauDED 
UNDER THE CATASTROPHIC LIMITS IN THE BILL, FOR MANY EMPLOYERS THE 
??tIc'v''??S?.^^ "^^^^^ «E TO DROP THE COVERAGES FW SuES 

THIS WILL, AGAIN, REDUCE, NOT INCREASE, IMPORTANT 
HEALTH BENEFITS FOR MILLIONS OF WORKERS AND DEPENDENTS. 

IN OTHER INSTANCEb, TO COVER THE INCREASED COSTS, AN 
EMPLOYER MAY INCREASE OUT- wF-POCKET LIMITS TO THOSE IN THE BILL, 
THEREBY REDUCING THE IMPO^ r>\NT PROTECTION AGAINST BASIC HOSPITAL 
AND DOCTOR EXPENSES THAT THE P.AN HAD PREVIOUSLY PROVIDED. 

^ •^^S ^ PROVISION FOR THE INCREASINiiLY 
POPOAR USE OF SALARY-RELATED OUT-OF-POCKET LIM TsT^UNDER THESE 
.VJS; Si^^.'???^ S^T:?^-P^^'^T »-'M'TS ARE PRWI^ED IN DTf?ERENT 
SALARY BRACKETS, OR AN OUT-OF-POCKET LIMIT IS SET AS A CERTAIN 
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PERCENTAGE OF PAY. KcUUCING OUT-OF-POCKET LIMITS FOR THE HIGHEST 
PAID EMPLOYEES 10 ThE ARBITRARY LIMIT SET IN THE BILL MAY CAUSE 
LIMITS FOR THE LQWEP PAID EMPLOYEES TO GO UP/ A RESULT NEITHER 
POLICY MAKERS NOR EMPLOYERS MOULD NiLCOHE. 



6. THE BILL VITI/JES THE PROVISIONS IN MANY P^ANS FOR 
LIFETIME MAXIMUM LIMITS OF/ FOR bXAMPLE/ $500/000 OR $1/000/000. 
ELIMINATING LIFETIME MAXIMUMS WILL INCREASE THE COST OF COVERAGE 
AND WILL BROADEN THE IMPACT OF THE BILL BEYOND THE LIMITED SCOPE 
tESCRIBED BY THE BILL'S SPONSORS. IT WILL EXPOSE PLAN SPONSORS 
TO OPEN-ENDED LIABILITIES WHICH WILL DISCOURAGE THE PROVISION OF 
HEALTH COVERAGE THROUGH EMPLOYER PLANS. 

7. UNDER NEW SUBSECTION (N)(2)/ EMPLOYER PLaNS WOULD BE 
RESPONSIBLE FOR PAYMENT OF 

"laaX OF OTHERWISE ALLOWABLE COST OR CHARGE 
(WITHOUT ANY COINSURANCE/ COPAYMENT/ OR 
DEDUCTIBLE) FOR PHYSICIAN AND INPATIENT AND 
OUTPATIENT HOSPITAL SERVICES PROVIDED DURING 
A CATASTROPHIC BENEFIT PERIOD." 

"OTHERWISE ALLOWABLE COST OR CHARGE" IS NOT DEFINED IN 
THE BILL. IT IS UNaEAR BY WHOM SUCH ALLOWABLE COST I S TO BE 
OkTEkMINED. THIS COULD HAVE DRAMATiC CONSEQUENCES FOR CONCEPTS 
SUCH AS REASONABLP AND CUSTOMARY FEES/ PAYMENT CONTRACTS/ AND FOR 
GENERAL EXPENSES MARKED BY PROVIDERS TO THE PLAN. 

IN ADDITION/ AS THE BILL IS CURRENTLY DRAFTED/ 
SUBSECTION (NX^f)/ WHICH LIMITS THE DF.FINIT1ON OF OUT-OF-POCKET 
EXPENSES/ DOES NOT APPLY TO SUBSECTION (N)(2). THUS/ ONCE A 
CATASTROPHIC BENEFIT PERIOD IS IN EFFECT/ THE PLAN SPONSOR 
APPEARS TO BE LIABLE FOR ^ ADDITIONAL EXPENSES NHICH THE 
EMPLOYEE INCURS/ REGARDLESS OF WHETHER OR NOT THE SERVICES ARE 
COVERED UNDER THE PLAN. THIS APPEARS TO BE CONTRARY TO THE 
INTENT OF THE BILL'S SPONSORS. 



8. THE BILL MOULD INCLUDE AU VXUNTARY AS NELL AS 
INVOLUNTARY TREATMENT UNDER THE OUT-OF-POCKET LIMITS. THIS COU-.D 
ALLOW EMPLOYEES TO BUNCH VOLUNTARY MEDICAL EXPENSES FOR 
ORTHODONTICS/ VISION CARE/ ETC./ TOGETHER TO ENSURE THAT THE 
LIMIT WILL BE EXCEEDED AND 100X OF ADDITIONAL EXPENSES ASSUMED BY 
THE PLAN. CONSEQUENTLY/ EMPLOYERS WILL BE LESS LIKELY TO INaUDE 
BENEFITS IN SUCH AREAS IN THE PLAN AT ALL. 



9. SUBSECTION (N)('f) DEFINES OUT-OF-POCKET EXPENSES/ IN 
PART/ TO EXCLUDE 

"EXPENSES INCURRED FOR WHICH REIMBURSEMENT IS 
NOT MADE UNDER A HEALTH BENEFIT PLAN SOLELY 
BY REASON OF THE FACT THAT THE EMPLO\ EE OR 
INDIVIDUAL INCURRED SUCH EXPENSES FOR 
SERVICES PROVIDED BY A PERSON OR FACILITY/ 
AND UNDER SUCH CIRCUMSTANCES/ SUCH THAT 
PAYMENT UNDER SUCH PLAN IS NOT AUTHORIZED." 

THE MEANING OF THIS SECTION IS NOT UEAR. IT MAY 
IMPOSE LIABILITY ON THE EMPLOYEE FOR EXPENSES INCURRED BECAUSE OF 
FAILURE TO PERFORM SPECIFIC ACTS (SUCH AS COMPLIANCE WITH 
MANDATORY SECOND OPINION PROVISIONS/ USE OF A PPO/ ETC.) WHICH 
WOU.D HAVE RESULTED IN PAYMENT UNDER THE EMPLOYER'S PLAN. IF 
THAT IS THE INTENT/ WHICH WE WOULD SUPPORT/ IT SHOL"^D BF STATED. 
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10. SUBSECTION (n)(5) ENTITLED "CONSTKUCT I ON" IS OVEKLY 
BKOAD. 

"ILLNESS" AND "iNoURY" COULD INCLUDE ELECTIVE ITEMS. 

"reasonable and necessary"/ in the absence of further 

EXTENSIVE DEFINITION/ WILL RESULT IN FREQUEM LITIGATION -ITH 
PkDVlUERS CLAIMING THEIR SERVICES WERE REASJNABLE AND NECESSARY 
AND PROGKAHS/CARRIfcRS/AD^'lNlSTkATORS DISAGREEING. 

IN ADDITION/ THIS SUBSECTION LIMITS PAYMENTS REQUIRED FROM A 
PLAN/ BUT DOES NOT LIMIT OUT-OF-POCKET EXPENSES WHICH COUNT 
TCWARD THE ONSET UF A C/TASTROPHIC BENEFIT PERIOD. AN EMPLOYEE 
COULD INCUR EXPENSES UP TO THE OUT-QF -POCKET LIMITS IN THE BILL 
NHICH MERE NOT RELATED TO THE TREATMENT OF ILLNESS OR INJURY AND 
THEN CHAR6E THE PLAN FOR ALL ADDITIONAL EXPENSES. 



11. FINALLY/ THE DEFINITION OF "fiROOP HEALTH PLAN" UNDER 
SUBSECT'ON (N)(6)(C) DOES NOT APPEAR TO INa'JDE THE CONCEPT OF AN 
HMO. , AN EMPLOYER PAYS A PER CAPITA FEE TO AN HMO TO PROVIDE 
ALL MEDICAL SERVICES AND THE EMPLOYEE GOES OUTSIDE THE 1*10 TO 
OBTAIN SERVICES WHICH THE HMO REFUSES TO COVER/ H.R. 2300 WOULD 
APPEAR TO MAKE THE EMPLOYER LIABLE '^OR THESE CHARGES. 

IN SUMMARY/ WHILE WE SHARE WITH THE COMMITTEE A STRONG 
CONCERN THAT EMPLOYEES AND DEPENDENTS BL PROTECTED AGAINST 
CATASTROPHIC HEALTH EXPENSES/ WE BrLIEVE THAT PASSAGE OF H.R. 
23k)0 WILL DO GREAT HARM TO THE EXTENSIVE COVERAGE ALREADY 
PKOVIDED AND WILL EXERT A STRONG INFLUENCE ON MARGINAL EMPLOYERS 
NOT TO ENTER THE HEALTH CARE FIELD. 

AS EXPERIENCE WITH THE COBRA PROVISIONS HAS SHOWN/ PRIVATE 
HEALTH CARE IS A COMPLEX AREA/ AND IT IS EXTREMELY DIFFICULT TO 
DRAFT EFFICIENT AND WORKABLE LEGISLATION THAT ACCOMPLISHES THE 
SPONSORS* PURPOSES. MOREOVER/ WHEN THE SUBCOMMITTEE HELD A 
HEARING ON THIS GENERAL AREA/ WRITTEN TESTIMONY PROVIDED BY THREE 
OF THE FOUR INVITED WITNESSES INauDED SPECIFIC ANALYSIS OF H.R. 
2:)00 AS FOLLOWS: ONE STRONGLY RECOMMENDED AGAINST PASSAGE OF THE 
bill; the other two EXPRESSED CONCERN THAT THE ADDITIONAL COST 
REQUIRED BY THE BILL WOULD CAUSE MORE DEPENDENTS TO LOSE COVERAGE 
THAN WOULD BE BENEFITED BY THE BILL. 

W£ STRONaY URGE THAT THE COMMITTEE DISAPPROVE H.R. 2300. 

WE WOULD BE PLEASED TO WORK AT ANY TIME WITH THE COMMITTEr 
ON THIS AND OTHER ASPECTS OF PROVIDING STRONG HEALTH CARE 
COVERAGE TO AMERICAN WORKERS AND THEIR FAMILIES AT ANY TIME. 

6/5/87 
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CONiatBtlMMI 610KCC MILLER 
CHAIMAMi SBLBCT COMITTBB ON CHILDRBH, YOUTH, AND FAMILIES 

TBS7IN0NY BBPORB THE 
SUBCOMMITTEE ON HEALTH OP THE COMMITTEE OK WAYS AND MEANS 
Tutaday, May 12, 1987 



ChalfMn stark and MCRbara of tht SubcONilttta, I apprcclatt 
thla opportunity to ttatlfy regarding tht cataatrophic health needs 
of children. 

I eapeclally want to connend t.'^e Chairsan for hla leaderahlp on 
theae laauea ^nd for initiating a aer^-^a of hearings to examine 
cataatrophic Inauran^e protection for individuals under age 65. 
Until recently, the t iscusslon on cataatrophic health inaurance has 
largely ignored thla group. 

The Prealdent aaked ua to helleve that hla initiative would 
protect thoae noat vulnerable to cataatrophic iiineaa. 

But hla propoaal would protect only a fraction of the elderly, 
and none of the ailllona of youn^ Aawrlcana who have a chronic 
lllneaa or no health inaurance. 

conald&r the atorlea of aeveral parenta, and their dlaabled 
youngatera, who recently teat If led before the Select Comlttee on 
Children, Youth, and Paalllea: 

The Reckeweg'a five year old aon froa Clinton, Maryland waa born 
with a aevere breathing dlaorder reaultlng in a lengthy hoapltal 
atay. Their private insurance waa exhauated In leaa than nine 
■ontha becauae of i ^100,000 cap on reldburaeaent. Now the 
f sally r^cea an ^600,000 debt. 

Twenty-five year old Joe becaae paralysed after a bicycle 
accident in 1985. While hla parent 'a eaployer-baaed inaurance 
covered auch of hla Initial aedlcal care, recently hla aether 
waa ':orcad to quit her job to care for hla at hoae. Aa a 
reault, her health inaurance policy will aoon lapae, lea^- ng 
thea with no way to pay the bllla. 

Aa theae faalliea denonatrate, debilitating iiineaa or 
dlaablllty knowa no dlscrlnlnstlon on the baals of age. 

MORE CHILDREN UNINSURED THAN EVER BEFORE 

And today, the frightening reality is that more of ua are 
unprotected than ever before. Children are especially vulnerable. 
Of the 35 nllllon Aaerlcani; without any health Insurance, one-third 
- 11 allllon - are children. Milliona acre children have health 
care coverage that would leave thea coapletely unprotected in the 
event of a cataatrophic lllneaa, even If their parenta are fully 
eaployed. 

Nearly 30% of todays unlnaured children nave eaployed parents 
with eaployer-sponsored health plana — but the plana do not cover 
their children. Thl^ acenarlo Is likely to woraen aa new entranta 
into the workforce flnd^ that available joba are in the traditionally 
low-wage, low-benefit aervice aector. 

For e pooreat children, public health inaurance prograaa fail 
to provide adequate, if any, coverage. Mllllona of poor children 
ace not covered at all, and nilllona more are tiot protected in the 
event of s cataatrophic lllneaa. 
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Pswar thsn h4lf of All poor childrtn, and only 601 of low-incone 
disabled children, ars covered by Hedicsid. For low-incone 
fsailies, even the cost of routine Pedicsl care or CAre for a ninor 
illness or surgery can be catastrophic. 

INADEQUATE INSURAMCE CAN IMPOVERISH A PAMILV AND INCREASE THE COST 
TO THE NATION 

Pew issues sre of greater concern to this nstion than ensuring 
fsaily stability. Yst the stability of mllions of Americsn < 
fsailies IS St risk when a child's illnesa or disability severely 
strains their finances, and in aany cases, fccces th« into poverty. 

More often than not, families with chronicslly ill or disabled 
children are denied health insurance when they need it aost, face V 
extraordinary out-of-pocket medical expenditures that wipe-out 
savings or result in fsaily bankruptcy, o; are forced to choose 
between poverty or their child's institutionalization. 

Each of these situations not only undernines the fabric of 
family life, but generates enormous public costs. About 2 percent 
of the children in America use 20-30« of child her 1th expenditures. 
A national survey of 8S«J000 admissions to childrsn's hospitals 
revealed that only l.Z% bad charges over $50,000, but they accounted 
for 26% of the total charges for all BS,nOO admissions. In 
California alone, ons half of ona percent of '11 hospital admissions 
of children cost |2B0 million, or 22% of 'ospital cos^.s for the 
state's children. 

HOME CARE POR CHRONIOLL^ ILL AND DISABLED CHT^DREN IS LESS CtJSTLY 
THAM INSTITUTIONALIZATION, 3UT INSURANCE STILL INADEQUATE O R 
NONEXISTENT 

Host Striking was - ne i.iroisation »c received about the 
cost-savings inherent ia hoae-bkssd care versus hospital-based care 
for these most vulnocsble children. Many families, however, still 
struggls financially and emotionally wh^n they choose home-bssed 
care. 

For some children home care is still costly, but much less 
costly than nospitalization. 

*In California, the cost of inatitutionalization for s child 
with cerebral palsy is $1,400 per month, twice the $700 monthly 
cost of h<^me csre. 

*In Maryland, the cost of home care for ventilator dependent 
children is $9,000 per month, 36% of the cost of hospital care 
($24, BOO per month). 

*Bssed on costs in other states, including Pennsylvania and 

Illinois, thi cost of home csre for technology-dependent ^ 
children rsnges from 16% to 23% o£ the cost of hospital care. 

*A twenty state hospitsl survey, released by the Anerics) 
Association for Respiratory Therapy in 19B4, found that the 

average cost of csre for ventilator dependant persons wss I 

$270, B30 per ptznnn per >ear in a hospital versus $21,192 

par person per yesr al hone, ihe estimatsd annual savings fo^ 

children in this sample alone w&'ild be $64.4 million. 

*In 19B4, Utah's Primary Children's Medical Center reviewed 
pit «nt8, including infants in specisl care, ventilator- 
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d«p«nd«nt childrtn, Mdical surgical p«titnt« and otheca, and 
found that third-party payors coabined, including Nelcald, could 
«av« a« iwich a« $900,000 p«r year In hospital axpenaes if thaae 
childran were cared for at hone. 

*Xn 1903, an Illinois study found that, over a four-year period, 
the State of Illinois saved wott than $4 mllion treating 
ventilator-dependent children who returrcd t-tm* 

The Select Coanlttee also heard directly froii young adults, and 
fanll'.es with chronically 111 children, who choose hOM-based care 
over hospital care, but still have difficulty assuring paynent for 
care provided at torn* 

Randy Kramer, a 25 year-old young woman fron Miami, has cystic 
fibrosis and must travel long distances to receive daily therapy 
at a hospical. But even though har therapy could be provided 
•ore safely at home, snd at significantly i«ss cost. Medicare 
will not pay for her therapy at hoae. The Administration's 
restrictive definition of 'hoaebound' under Medicare has placed 
not only elderly, but also chronically 111 and disableo youth 
like Randy in situations which can be activity-limiting, 
sometimes life-threatening and often absorbing more public 
dollers than necessary. 

Annie Bachschmidt from Mashington, D.C. has a four-year old son 
with muscular dystrophy. Because payment for home care was so 
difficult to Obtain, Robert steyed In Children's Hospital for IB 
months at e cost of $665,800. Home care for the same period 
could have been provided at on« tenth of the cost. 

He heard many similar stories of the illogical and expensive 
regulations precluding payment for home health cere. I would like 
to submit for the record a summary of the Select Comittee's hearing 
on 'Catastrophic Health Insurance: The Needs of Children," and a 
fact sheet prepared for that hearing so that you nay have a record 
of our findings. 

In addition, what became painfully clear is that the chronic 
illness or disability of a child spills over to other members of the 
family. As a result, these families make constant efforts to hold 
the family together, and to deal with the natural stresses ind 
sttalns of marital relationships and relationships among their 
children. Yet our current policies deny these families both the 
financial support they need and other supports - such as respite 
care and attendant care - which would help them maintain basic 
family stability. 

The Subcommittee Is to be commended for the important steps you 
have already taken to Improve catastrophic health coverage for the 
ndtion's elderly. I urge you to give serious consideration to 
policies which will protect children in the event of a catastrophic 
Illness, and low-Income children from the catastrophe which occurs 
when more routine care is unaf fordable. 
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^ou<e of titpxtmutOM 



BSStfSa^SfflSr **»-fCT connnrrti on ST-JS^SK 

■g*aH59- t — i cmw f CHNJWIN VOUTM. AND PAMMJf S 



JOINT HCAIIIMC SUHHASy 

'CATASTROPHIC HEALTH INSURANCE: THE NEEDS OP CHILDREN" 
Washington, O.C., lUrch 23, 1917 



Th« S«l«ct CoMxttM on Children, touth, an^ Puiii^t ^•16 a joxnt hearing with 
th« S«l«ct CoMxttM on Aging, subcoMittM on ualth and Long-t«» c«r«, to 
•xplora th« catsstrophic haalth n««d« of AMrica's children. The hearing 
axMinad catastrophic and long-tara haalth cara naads of childran, including 
naw findings on tha cost of Mdical and hoaa haalth cara and tha availability 
of insuranca. 

Susan Sullivan, actor^ fro« Lo» Angalan. CAi and —bar, ictrd of Trustaas mr^A 
spokasparson for tha Foundation for HosPica and Howe cara, Washington, x . 
tastif itd that tha cost of hoaa cara for chronically ill ch: Idran is about ona 
fourth that of institutional cara. Ha. Sullivan strassad t.at long-tara cara 
■ust b« part of a coordinattd affort that is fiasibla anough to adapt to aach 
faaily's situation and coaprahansiva anough to provide hoaa cara for children 
vith catestrophic Illnesses. 

Kandy Iraaar, age 25, froa nia»i, ft . with cystic fibroais, spoke of her 
difficulties in obteining h«a cere banafits froa htr privete insurence 
coapany, end since ege 22, froa Hedicere. Randy stated that Hedicare will not 
pey for her therepy et hoaa b«ceuse she does not aset the criteria for being 
hoaebound. The ennuel cost of her heelth cere is $100,000, en aaount which 
could be substentielly reduced if Hedicere rei^ursed cere provided et hoac. 

Anqie lachachaidt, Washington. X. spoke of the ventiletor cere needed by her 
4 yeer old son, Robert, who nns ausculer dyetrophy. seceuse payatnt for hoaa 
cere wes so difficult to obtein, Robart stayed for II aonths in Children's 
■ospital et e cost of |lf5,IOO. Horn cere for tha sea* period could heve been 
provided for $90,000, one-tenth of the cost. Since :enuery, 1913, Robart has 
lived at hoaa, and his aadicel cere hes been paid by Htdiceid. lovever, 
Bachschaidt etated thet Robert's need for physicel, occupational and speech 
therapy reaains unaet because these services are not covered by Medicaid or 
CHAHPUS, for which he is also eligible due to his parents' ailitary affiliation. 

Hr. and Hrs. Trscy Sutton, parents of Alex Sutton, age 3, with Tay-Sachs 
diieaie< from Phoenix, A2 , testified ebout Alex's degenerative, tcrninal ill- 
ness which requires e coapliceted regiaen of aedications and care. After a 
long battle with their private insuranca coapany to cover Alex's hoae cere, 
they secured coverage of bOI of tha |200,000-2S0, 000 m annual costs; the 
remaining 20% thet the fanily must pay is still burdensoat. Alex's fathei 
steted thet dealing with catastrophic ill lass, such as Tay-Sechs, is eaotio.^- 
elly stressful for feailies, end celled for a policy to aeee faailies' finen- 
ciel burdens. 

Sandy Rackeweg parent of Jeffrey, age S,_troa Clinton, hp . also testified. 
Jeffrey has Ondines, e breathing disorder. Reckeweg steted thet aost of 
Jeffrey's life was spent in the hospitel until provisions could be aade to use 
e respiretor at hone. She also testified that Jeffrey's cere cost |600,000 e 
yesr for hospital cere, and |1S0,000 for hoae cara. Jeffrey's private insur- 
anca policy, which includes s cap of $100,000, was axn4usted in less than 9 
nonths; since tnen the faaily has incurred a debt of $100,000. Reckeweg said 
thet because technology is keeping uny children alive, society owes thea a 
catastrophic heelth cere prcgrea which will give children the right to. be 
cared for et hoaa. 

Joe Miller, age 11. froa Los An geles^ CA . becaae paralysed after a bicycle 
eccident in 1915. Since he wes discharged after e 7 nonth hospital stay, his 
aadicel banef ite heve baen liaited. While his parents' aaployer-besed insur- 
ence covered auch of his aadicel cere. Killer testified thet his aother wes 
forced to quit her job to cere for hia at hcaa, end eonsaquently har policy 
vill soon lapse. Still, his hoaa cere costs $500 to $100U e aonth coi«>ared to 
$lt,000 par aonth in the hospitel. Ha concluded that unless soae chenge ie 
aade in governaent policy to help with the costs of cetestrophic inness, he 
will ba«q to face very high bills for the rest • ! hie life. 
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Sfvto ■rowi« ^qu 22m from ■•thaacU, HQ, <cco«c<nfd by him aothT Diana 
yu«inq» st«v«n has Ducb«nn«'s BUscuUr dystrophy, « disMM th«t gradually 
w««k«ns tb« body'i autcltt. M r«l«t*a that, «rh«n hie condition b«c«M lif«- 
thr««t«nin9 in 1914, h« chot« to h«v« « tr«ch«otto«y «nd to liv« with a vtnti* 
lator in ordtr to survive. He h«s &««n living 4t noMc for 2 1/2 yc«rs, at « 

I co»t of about $17,000 per nonth conpxrcd to $46,000 p«r aonth for hospitaliza- 

tion. Hsryland Ksdicsid covers sobc of the sxpcnsst, «s docs th« Muscular 

' Dystrophy Associstion. still Mny services «re not covered, end the fenily 

hes experienced « 9re«t deal of stress. Pleain9 closed her testiaony by 
stating that, without coaprehensive care, technology-dependent children do not 

J experience the quality of life to which they are entitled and urged enactaent 

of legislation to ensure that all children who need hoM care receive it. 

Daniel Russell, age 4, of K alanazoo. HI, was accoopanied by his nether, Hrs. 
Scott Kussell. Daniel, a prenature infant, renained hospitalized after his 
J birth with breathing problems caused by a weak congenital area in his trachea. 

A trecbeoato^r was perforved to stabilize his breathing and it seven aonths of 
age he was discharged hOM. Hospital bills covered by insurance were $1,000 a 
day, totaling alaost one-half aillion dollars by the tiae he was discharged. 
The cost of hoae care for Daniel is under $200 a day, but insurance covers only 
75% of the cost. Russel* concluded that leaving h«r child in a hospital, where 
the costs are reiaburseo, or bringing hio hoae, where out-of-pocket expenses 
are four tiaes her incoae, is a choice aost faailies of technology-depandent 
children could not afford to aake. 

Robert K. mssie Jr.. age 30. f roa Boston. HA , has hemophilia. He described 
how the high cost of his care during childhood pos«d difficulties for his faa- 
ily who were in the ailltary. During one tour of duty, the French National 
Health Insurance syatea relieved his faally of health care costs fcr the firet 
tiae. Due to recent scientific advanceaents, lussie now can self-adainister 
anti-coagulant treatacnts at an annual cost of approxiaatsly $S,000. This 
hoae-based treataent allows hia to lead a noraal life, previously as a chap:*'n 
at yale Hew Haven Hospital, and currently as an activist on behalf of chronic- 
ally ill children. 

Honorable Frank lloss^ forae r u.s. Senator; and Chairaan« Hoard of Trustees. 
Foundation for HosPice and Ho— Care. WashAngton. DC . testified that ^here are 
10 to 12 aillion children who suffer with soae degree of chronic health 
problea, with 2 aillion suffering severe chronic illness, several aillion aore 
children have experienced accidental injury. It is the evolution and refine- 
ment of technology which has aade it possible for these children to be cared 
for «t hoae, but according to Senator Noas, U.S. policy has not kept pace with 
technology. Many children are nee'«^-»sly institutionalized. In conclusion. 
Senator Hoss stated that there is universal agreeitcnt that the nation needs to 
cn^ct a catastrophic health program, one that would address the major gap in 
long-tera care for children. 

Honorable Charles Percy, forae r U.S. Senator; and vice Chairman, BoarC of 
Trustees. Foundation for Hos pice and home care, wjshington. DC . concurred that 
thousands of children reaain in hospitals and other institutions because 
bureaucratic programs present barriers to home care. He shared the major find- 
ings of the Foundation's report, including that physicians generally agree that 
it is possible to manage the care of aost chronically Hi children at hoae, and 
agree on the criteria which aust be met for hospital discharge; that aost faai- 
lies do not abandon children born with anoaalies and want them hoae; and that 
the major factor which stands in the way of bringing aost children hoae is lack 
of funding. The Fcundation's recoaaenoations underscored the need to aake 
changes in public and private funding sources to cooidinate home care services 
for Mdically fragile children. 

Jaaes .errin, H.D., Direc tor. Ambulatory care Programs. Children's service. 
HassacluMtta Gene ral Hospital, Boston, testified on behalf of the Aaeriean 
Academy of Pediatrics. Perrin reported that fewer thtn one million children 
(1% of all children under 21) are likely to incur catastrophic expenses, but 
families who experience s catastrnphic illness— at birth, in childhood, and/or 
in adolescence— are of ten placed in extreme financial indebte(kiess. perrin 
included recoaaendstions to reduce the faai'y's, provldsr's and insursr*s risk 
in csring for children with catastrophic illness: stats-aandated high risk 
pools, eaployee aandates covering prenatal and priaary services for children, 
Medicaid expansions, ^nd sspanded Title V Maternal and child Health-Crippled 
Children prograaa. tach option, he cautioned, has liaitations and nseds to be 
esaained in light of childrsn*s unique needsr 
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In conclusioo, p«rria Mid tb«t ctalldr«fi witta lon9-t«ra illn«ttM and tbcir 
faailict iM«tf tcccM to tt lM«t tii Mjor Mrvic«t; hi9h quality atdicel tnd 
•ur9ictl tp^itlity ctE«; bliti quality 9«n«rtl p«dittric or q«a«rtl hcilth 
•ctvicct, including iMunizttioM Md h«8lth tupctvition; •-jrtin9 ••rvicct to 
h«lp jildrcn atay at taoa*, be at boat, and to rocoivo caro priMrily ttom 
their f^alliaa: pravantlva Mntal health aarvicoe; anJ aociol ao'-vicoa and 
•ducattonal aarvicoa ao that ttaoaa children can aurviva with thair claaa- 

Mtaa in achool. 

J,D, Itorthway, n»C., fraaident and Chiaf tKacutiv Offic«« Vcllay Childran'a 
Hoapital, raano^ CA, teatifiad on behalf of Waata rn Aaiociation of Children 'a 
Hoapitala . According to Norttaway, 19%. or 10.2 aillion. of thia nation'a chil< 
dren aged 0-l( heve no health inaurance at ell, and nany of tbeae uninaured ere 
Children of the "working poor." He cited recent survey findinga th«i aany 
faailiea do not have acceaa to group health inaurance becauae the eaploycr doea 
not offer it or the coverage la prohibitively expenaive. othec cnildren have 
pre-esiating atdical conditiona, aucti aa cancer or cyatic fibroaia, which 
prevent then froa obteining private inaurance coverege. 

Nortnway reported new d«ta froa California on the coat of child hoapitalixa- 
tiona. Puring 1914, there were $S3,000 children age 0-14 hoapitalixed in 
California, eicluding aent«l health adaiaaiona and laiaer loapitel adaiaaiona. 
Only one-half of one percent incurred cbargea in eiceaa of ^50,000, for a 
total coat of ^ilO Billion or 22% tl the totel chargvia incurred by all 553,000 
adaiaaiona. If the coat waa «. ..ead ou over t^e entire population agea 0-14, 
the coat would be $4.55 i^f 'coild p«r «>nth, leaa than one-third the coat of 
providing one day of public achool inat ruction for one child in California. To 
the extent that public reflourcea fall ^ihort, Morthway reported, the burden of 
cataatcophic coata falla on tertiary inatitutiona auch aa childrena* hoapitala 
and univeraity acdical ctntera. 

Joaephine Cittler, J. P., co-pirector, Mational mternal end Child Health 
Keaource C enter, Oniveratty of lowa, Iowa City, concurred that ^ significant 
portion of the child population under II yeara of age lack pri te or public 
heelth inaurance coverage for all or !>art of the year, end that in recent yeara 
a growing nuaber of children baye becoae underinaured. ler pceliaioary data 
ahowa that hoapital care for technology dependent children coata $24,100 to 
i34,000 per aonth, coapared to aonthly hoae care coata rangin9 froa $5,500 to 
f9,000. Citler deacribed e nuaber of federal initiativea that could reduce 
:naurance problean aaong children who have cataatrophic health expeoditurea , 
including: eatabliahacnt of a Jed^ral cataatrophic health inaurance prograa 
through the Title V prograa for Children with Special Health Care Needa; 
expanaion of Medicaid prograa eligibility; atate optiona allowing uninaured or 
underinaured feailiea to purchaae Medicaid benefita with en incoac-ed juatcd 
prcniua; creation of atete high-riak poola to enable uninaurable children to 
obtain coi^rchcnsive health iniurance et teaaonablc priccai and finally, 
aendatii., offering incentivea to en^loyera f?r the extcnaion of aininun 
health care benefita to their en>;*oyeef and the dcpendenta of their eaployecj. 

Sari Roaenbaua, Pirector, child Heelth, Children' a Defenae Fund, wiahington, 
OC, teatified that in 1914, nearly one in five children, and one in every three 
poor children, waa uninaured. The two Min cauaea ere: the aajor gapa in 
eaployer-baaed health inaurance} and the failure of Medicaid to coapenaate for 
thtae gapa. She atated that it ia eaaentiel to increeae the percentage of 
children with health inaurance and that any cataatrophic policy approach foe 
children auat addreaa both their relative and abaolute cataatrophic needa. 
Por the iuediate future, aha recMaended expanding Mediceid to reec*> aore 
poor children who have no inaurance end the developaent of a auppleaentel 
funding prograa to aid feailiei whoae children have ceteatrophic health needa. 

Conitance u. Settle, i.P., Medical Pirector end Chief Executive officer, Thm 
Hoapital for Sick Children, Weahingtun, X, apoke on behalf of National 
Aaaociation of Children'a Hoapit4la end Related Inatitutiona (hACHKI) . She 
wea accoapanied by Robert H. Sweeney M.P., Preaident. Mational Aaaociation of 
Children'a Hoapitala end Kelated Inatitutiona, Alexandria, VA . 

Sweeney preaented findinga froa a recent NACIXI atudy of 15,000 adaiaaiona to 
children'a hoapitala nationwide, while only 1.35% of theae adaiaaiona had 
chargea over $50,000, they accounted for 24% of the total chacgea (or the chil- 
dren'a hoapitala. Of these caaea, 50% were newborna. Sweeney auaaariaed four 
coaponenta of a coaprehenaive aolution for children: re'^uire eaployera to 
provide Biniaua inaurance which covera prenau* aervicea and priaary aervicea 
for children, with inaurance poola to aaaiat 4 1 eapJoyerat facilitate 
individual choice o? beaic and cataatrophic coverage through State riak poola 
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and tat inc«ntxv«£; Mndat* fkidicaid cov«ra9« for prtgnant woMcn and children 
under a^j* i who ar« b«low th* federal poverty level, and standardise Hediceid 
coverage for Mandated servicea; and include children and young adults in 
federal (:7<«onat ration projects and etudiea of catestr^hic inaurence coverage. 

tattle diacuased the need for tranaitional car» ior infanta froa intenaive care 
to their hoaea end coMiunitiea. She preeented ceae atudiea of children who 
aurvive today and are able to |ivc with their faailief, but would not have in 
the paat, illuatrating clearly the changing technology and enhanced needa of a 
pediatric population in need of long-tera. She concluded with the hope that 
creative and ccaprehenaive prograaa can be developed to both care for theae 
Children and to provide atable financing for tha*- care. 

Hichael Horria, Executive Director, United Cerebral Palay Aaaociation, who 
teatified on behalf of the Conaortiua for citizens with Developttental 
Diaabilitiea« Waahington. X . shared findinga froa a UCPA eurvey which ahowed 
that the average expenditure per year for apccial diaability-related expenses, 
exclud.ng surgeries, was $5,292 per faaily. To raiae e child to the age of 19, 
the coat bould be $95,093. If aurgeriea are included, the coat incre«aea to 
|7,035 per yeer, or $121, «n to age 19. Horria noted that, of their aurvey 
respondents, only 1% were eble to bear the additional expenae of aupporting a 
disabled faaily aeabe. without outside help. He stated finally, that appro- 
priate coverege optiona tor children «nd adulta auat be developed to atea the 
riaing tide of individualo who find theaaelvea aedically uninsurable. 
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FACT nirr 

CATASTIOrilC ILLMftl JUlO LOK-THW CAXX: 
I8S0KS rot ClILMtll AMD rJUflLXBS 



EXTEWT Of CHKOHIC ILUIgSfi MOM ClILDKIII 



•ApprosiMtaly tan aiiiioa cbildran (io-lS% of «11 childran) htv« 
• chronic illnaaa; aboat oo« aiiiioa bava a aavara chronic 
illnaaa. (GortMkar and Sapptnfiald, 1914) 

••atwaan 19C0 and 1911, tba pravalaoea of activity-liaiting 
chronic conditiooa avoof cbildran undar «9« 17 doubled, froa 1.1% 
to 3.1%. Raapicatory conditiona and aantal and narvcua ayatta 
diaordara daaonatratad tba lar^aat cbaofaa. (Mtwachack, ludatti, 
and lalfon, 19IC) 

•rr^MtUTity la anticipated ia i birth* par lOOOf cyatlc f ibroaia 
in I birth par lOOOi coofMital baart diaaaaa in 7.S blrthai and a 
diagnoaia of cancar in 130 cbildran par 1 aillion. (Kitional 
Maoclatlon of Childran'a leapitala and Xalatad Inatitutiona 
(IIAc»I], 19IC.) 



*Praval<nca rataa of cartain dia^noatic qroupa My bava incraaaad 
•M a raault of iaprovad cbaacaa tor aurvival. Dia avidanca 
au99aata a aavanfold ineraaaa ia aurvival to a?* twanty-ona aaon^ 
children with cyatic f ibroaia, and iaccaaaaa of twofold or iraatar 
for children with apina bifida, laukeaie, and congenitel heart 
diaeeee. In 1914, the eorvivel rete for childhood cancer wae over 
S4%, coopered to 39% to 1970. (QortMker, l9aSf Aaecican Cancer 
Society, 1914) 



•Poor children ere 40% acre likely to heve e eevere functionel 
dxeebility than do children in feailiee with higher incoace (t.S% 
ve. 4.9%). (KACmi, 19IC) 



CHRONICALty ILL CaiLDKCT iAVl IIGI MtDICAL COSTS 



*The coet of cere for very dietrteeed, ventiletor dependent 
infente who reaain hoepiteliied cen reech ^50,000 per year. 
(NAu'lM, 19IC) 

•The ennuel espeneee fc„ hoapitel end phyeicien eervicee for e 
child with e dieabUng chronic condition hae been eetiaated to 
renge froa ^70 to $10,229, depending on the eeverity of the 
illneee. In contreat, the typical healthy child'e eipenaee for 
theee eervicee evere^e ebo«t f270 e yeer. (Fok, 1914/ 

•in 19C0, aore then $1.7 billion were eipended for phyeicien 
vieite end hoepitelitetion of children with ectivity liaitetionet 
hoepitelixetion eccounted for CS% of the totel. The evereqe 
ennuel hoepitel coet for e child with ectivity liaitetion wee $511 
coapared with only $M for e child without liaitetione. (Sutler, 
et el, 1915) 



•Coapreheoeive care foe e child with cyetic fJbroaie c«n coet e 
faaily $C, 000-12, 000 annual lyi and intaralttent hoapiUlieetione 
■ay evereqe over $7,000 per eUy. (MAdU, 1917) 
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•exp«ns«« for a child with carabral p«i«y, includina phyalclan 
;^«"!:J?r'' ■•<»lc.tion., .p^cial ^aucatlo!!, and 

othtr support ••rvicaa av8ra98 $4490 annually, with $1% paid ty 
tht faaily. (unlttd Ctrtbral palay Aaaocxation, 1916) 

ACUTE OK PKIHARY HE ALTH CkAl COSTS POK CMUPREH HIGH 

•in 1985, ntwborn intanalva cart, cost a totalad 42.4-i3.3 billion 
and avtragtd $14,698 for ,.ch Infant^ (Asrican ^cadliv of 
Ptdlatrlca (aap), 198«) 

•cardiac aurgary for a child My cott a faally |22,000 for a 
hospital t*ay. (MACHRI, 1987) 

•Trtat»ent for cxtsnsivs burns say rssult m a hospital bxll of 
$45,000. {NACHRI, 1987) 

•Ths $600 cost of trsatatnt for ons ssthsa splsods, or s routlns 
hospitsllsatlon costln9 $700 p«r day. My bs catastrophic for 
thoss with no insurancs or vsry luitsd rssourcss. (nachki, 1987) 

^' ^°*0"^<^"'y CSTL D MW TWCUP HTfiS PEKCINTACB OP 

HEPICAii* EXPENSES 

•Pswsr than 1 aillion or It of all chUdrsn undsr 21 ars liksly to 
incur cstaatrophlc txptnsss if catastrophic Is dsflnsd as 
out-of-pockst Mdlcal sxpsnsss 9rsatsr than 10% of faally incoas. 
(AAP, 1986; Ntwachsck, iM6) 

ITn^l " ChUdrsn incur annual Mdical costs m sxcsss of 

$5,000. othsrs satlMts that 5-m of chUdrsn incur catastrophic 
siptnsss in sicsss of $10,000 (rsgardlsss of insurancs covsra^s). 
(Kossnbaua, 1987; AA*, 1987) 

•in 1983-84, ths 1.35% of a<talsslons to chUdrsn's hospitals 
incurring catsstrophic sxptnsss over $50,000 accountsd for 26% of 
ths total chlldrsn'a hoapitslv' inpatlsnt chsr^ss. Ntwborns 
accountsd for 50% of thsss hosplUl .dalsslons. (hacWI, 1987) 

•in 1980, ths total cost for hospitsllsatlon of chUdrsn with 
•ctlvlty iLitstlons ($1.17 billion) wsb 30% of th« total hospital 
cars costs {$3.86 billion) for all chUdrsn. (Sutlsr, 1985) 

MILLIONS OP CaiLPREN W ITH HO HEALTg IHStlftAHCE 

•In 1985, 11 aUUon chUdrsn a^s 18 or youn^sr wsrs unlnsursd. 
AJion9 unlnsursd chUdrsn, 64% Uvtd m faalllss hsaded by soseone 
without hsalth insurancs; 29% Uvsd m faaills. hsadsd by soneons 
with snploysr-bassd hsalth covsra9s, usually a parsnt. (onployss 
Bsnsflts Rsssarch instituts (EIRI], ija7) 

•Thrss-quartsrs of all unlnsursd chUdrsn hsvs fanlly incoiiss 
btlow 200% of ths fsdsral povsrty itvtl, and batwssn 66-75% iivs 
in working fajiUlss. (nofesnbaua, i987) 

•in 1985, asarly half of ths unlnsursd chUdrsn age 18 or undsr 
llvsa in singls-parsnt, usually fsaals-hsadsd, faaUles. (ebri. 
1987) 
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•CtaildrM without My (ora of hMlth inaurwca protection w 
■oat likaly to b« liapanica and hmc poor childCM whoM fMily 
incoata war* botwoM 100 and 200% of ftovarty. Childran livinq in 
tha Sou*'h and Haat and in tha rural araaa wara Mra likaly than 
thosa in othar rations and co— unitiaa to lack covaraga. (lutlar. 



*10.3% of diaablad childran* and 19."^ of diaablad childran in 
povarty hava no haalth inauranca. (lutlar* INS) 

•Forty parcant of all diaablad childran balow tha fadaral povacty 
laval ara not covarad by Hadicaid. Privata qroup md individual 
inauranca covara about C0% of diaablad childran* coaparad to 75% 
in tha ganaral child population, (lutl^r* 1N5) 

•In py 19»» Hadicaid aarvad 10.9 ail lion childran younqar than 21 
— aora than 400*000 fawar than vara aarvad in PY 19/8. 
(Roaanbaua* 1917) 

•Dninaurad low'incoaa childran racaiva 40% laaa phyaician cara and 
half aa auch hospital caca aa inaurad childran. (Roaanbaua* 1917) 



MLLIOWS CP ClILOMH Wtl IWADIQOATI tKSOIUUICI 

•Of thota childran undar II who ara inaurad* 17% do not hava aajor 
Mdical to covar apacial haalth cara coata* and laaa than 10% hava 
unliaitad covara9«. (MACni* 1917) 

•Of all aaployar* ^aaponding to a aaJor haalth inauranca aurvay 
conducted in I9l.f* 73% indicated that thair pltna ixcludad 
covara9a of pra'«xiatin9 conditiona. Only about 7)% of plana 
offarad by aadiua and larga-aixad firw batwaan 1910 and 191) 
contained protactiona egeinet hu^e out-of-pocket coete borne by 
enrolleee in che event of cetaetcophic illneaa. (Roeenbaua* 1917) 

•Pourteen etete Nediceid pro9ca«a liait the nuabar of hoepitel 
deye covered eech yeer* end 1$ etetee ceetcict the nuabar of 
covered physician vieite. (Roeenbaua* 1917; Fox* 1914) 
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